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S~This study was performed by the Logistics Department of the Research
Anal~sis Corporation to assist mobilization planners of the US Army Materiel

IT

Command in improving their methods for cboosing among alternative means

"or retaining production capability for future use during national emer-

gencies. The work was sponsored by the US Army Materiel Command, Directorate

of Requirements and Procurement, IzAustrial Prelxredness Division.
The methodology developed in this study provides the Army with a

two-phase, economically based procedure for performing a systematic analysis

of all possible retention alternatives that should be considered. TVhe

W first phase consists of a preliminary evaluation to verify the need for

retaining the line and to qaick]y screen alternatives. The second phase

is the application of a forml economic analysis to the alternatives

remaiting after the initial screening. Complete documentation and instruc-
tions for use of the methodology by Army personnel are included in the

report. 1,

Lee S. Stoneback
Head, Logistics Department A
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ii PROBLEM
The basic problem addressed by this study is to piovide

mobilizat.i-n production planners itt Arumr Materiel Command levels with

-n improved method for analyzing and selecting, from among all possible

alternatl res for retaining production capability, the most desirable

- al3+rnative for meeting mobilination prodiction requirementr when an

i •operating productior, line tbat contains government-owned equipment

is about, to be shut down. The improved method must be based primarily

upon the inclrsion of economic factors and, because of the current

restrictions on the defense budget, be formally recorded to act as a

means of justification and documentation of the selection made for

review by higher levels of authority. Additionally, due to the lack

A " of continuous exrosure of AMC personnel to deactivation and reactivation

of facilities for mobilization purposes.and because of the cyclical nature

Sof this activity, the method developed should be as straightforward as

possible and be well-documented in easy-to-follow steps to facilitate

application.

FACTS

Mobilization production requirements in the past have been

satisfied by some combination of reserve stockpiles of end itev. and

by retention or "layaway" of government-owned production capability in

one of three types of layaway packages. Oth.r alternatives exist that

may be less costly to the government but have not been given formal

and proper consideration. Decisions for initiating layaway actions

have been made without a thorough economic Justification, and on a

basis that did not provide documentation of the analysis sufficient

to satisfy approval authorities of the soundness of the decision.

Current procedures for requesting authorization and funding

approval for layaway packages have no provision for a formal economic

comparison of all types of layaway and other possible alternatives for

J
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retention f mobilization production capability, although they do include

an estimate of the extent and some costs of the chosen type of layaway.

Procedures for making an economic analysis for proposed investments do

exist at all military levels, and somewhat different methods are widely

used in industry. However, existing regulations pei÷aining to layaweay

requests do not explicitly require the application end/or adaptation

of existing methods of economic analysis for justifying layaway lines.

DISCUSSION

Approach
The approach taken in this study has been to identify the short-

comings in the current method for justifying !ayaway lines; to review

and evaluate military and industry methods for selecting among alter-

native investments; to develop a concept for performing economic analysis

suitable to the problem at hand; and to develop the forms and instructions

necessary for implementation of the methodology by uhe Ara- Materiel

Command.

Assumptions

The major assumptions of the study are the following:

(a) Each production package proposed for retention by layaway or

other method will be subject to a separate application of the metho,..

(b) All numerical data used in the economic analysis will be

considered to be deterministic. That is, the effects of probabilistic

variations or other uncertainties in cost estimates or requirements

will not be considered in p.rforuing computations due to the complexity
they would add to the analysis.

(c) Mobilization requirements for the item(s) to be producei are

assumed to be valid and as officially stat6d in the Army Materiel Plan

or on JARC Form 144 6, as will be the case for non-nuclear ammunition.
(a) The time period to be used for economic comparison purposes }

will be the portion of the life cycle of the end item(s) to be produced

that coincides with the retention of the end item in the Arqr supply

system as a preferred item. That is, the end item will be type classified

Standard A, and will be considered for further proeurement.

In addition to the above assumptions, ;everal const-imints were

imposed on the study effort by the sponsor with a view toward kaeping

2-



"T !•i This study concentrated on identifying the factors to be considered

S~in a production capability retention situation and developing a means

S! for relating and analyzing these factors manually. No attempt was madeI to optimize overall mobilization planning or to develop computerized
methods because these subject areas have been, or will be covered in

• other DOD or Arqr sponsorer! studies.
cm The scope of this study did not include examination of the reasons

i• ••=•for shutdown of an operating production line., nor did it consider trade-
offs between costs of stockpiling end items versus-retaining production

S•equipment. Storage and funding problems were also excluded from the
area of the study. The charge by the sponsor did not include any test

of the proposed methodology or detailed description of changes in policy

1 for revision in regulations that would be required to implement the new

S~methods. It is also expected that application of the proposed methods
,V will be limited to only those 1900 end items for w.hich Headquarters.,

-- Arqr Materiel Coamand,, and the Office of the Deputy Chief of Staff for
StLogistics have agreed that mobilization planning will be conducted.

Due to the stated purpose of the improved method its application will

Srequired only for those of the 19en items whose production base

contains some government-owned equipment.

g• CONCLUSIONSar• "The methodology developed in this study provides the Arsd with a

detailed -phe propedure for performing a systematic anaesysis ol
all possiole retention alternatives that swould be considered when a

tproduction line expected to be reactivated in the ovent of mobilization

Ii is about to be shutdown. The first phase consists of a preliminary

Swevaluation lteo verify the need for retaining tHe line ad to quickly

scren alternatives., using a standardized sequential list of questior,,
to •liminat the sedtputpose infeasiblem . The second phase is theSI delication of a formal ecormic analysis,f primarily cost oriented,a tso

the alternatives remaining after the initial screening. Both qhases



are heavily documentea and are designed to be self-explanatoi7r to

personnel not xhoroughly familiar with the subject area. Both phases

will also provide a written record of the analysis for use as justifi-

cation and documentation of the resulting recommendation to higher

authority. The methodology also permits explicit compliance with

regulations which require that an economic analysis be performed in the -

selection of a layawWy 1ine. It was not poasible, however, to reduce

the analysis to a simplified rule or technique due to the many factors

involved in a retention decision.

,1A z
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DeeeAMP Army dteriel Plan
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IFE Industrial Plant Equipment
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"MORSL Mobilization Reserve Stockage List

-MIEnC4 Munitions Command
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,.QUA Production Equipment Agency

FPRG FM4 Policy and Guidance
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Chapter I
INTRODUCTION

BACKGROUND

At vatilous times in the past, and part1cularly during the post-

conflict periods fo] lowing World War II and Korea and in the current

Vietnam slowdown, the ArWr has shut down operating productiuvi lines

consisting wholly, or in part, of government-owned IFE. These shutdowns

have resulted from normal contract expiration, termination, or

cancellation. At such times decisions have had to be made as to

whether and in what manner the production capability represented by

the government-owned equipment should be retained or laid away for

possible future reactivation.

The purpose of Ar*- industrial preparedciess or mobilization

planning is to "insure th&t the facilities and required industrial

plant equipment (IPE) are either on hand or attainable within an

acceptable time frame." 1

As desnribed in Are Field Manual 38-7-. mobilization planning
"assumes the outbreak of a limited or general war at some time in the

future. The target date toward which this planning is oriented is

called M-Day, or mobilization day (D-Da" coinciding). On this day.

two sets of programs are set in motion: First, the military forces

in combat theaters will begin to consume materiel at intensified

combat conslzrntion rates. Second, the mobilization production base

will be activated and will begin to produce the additional materiel
2

required to replace combat losses."

Mpobiiization planning can provide for post M-Day requirements in

two ways. It can build up and/or retain a mobilization prqduction base

of specified capacity, or it can stockpile in mobilization reserves

6



sufficient su1pplies an2 equipment (called D to P stock) to support the

post M.-Day forces. Usually a combinatioa of these two approachies is

used, depending on the type of commodity or equipment. Stockpiling isif-i
the more costly of the two approaches but it insures the availability

V T of required items.
The mobilization production base is usually established by

retention in reserve status or "layaway" of individual items of govern-

ment-owned JPE, or even complete iuidustrial facilities, that are

essential for mobilization production but are not needed to meet current

peacetime requirements. There ace several types of layaway. Equipment

my be maintained at a governa--ut or contractor's plant in A high state

of readinesz (active base pac-.cage). It may be giver. limited preservation
and recmain in place in the r-lant, requiring only deprocessing, hookup,

Si an& turn-on (standby line). It may be preserved for long-term storage 4

and stored at the plant rite or removed to a nearby or central storage

point (packslg plant). Cosbinations of these methods of layaway are

also used.

Production equipment may also be retained as part of the zobili-

zation production base by selling or leasing equipment not currently

needed to contractors, with the proviso that it be returned to dovernment

use within prescribed limits in the event of a national emergency.

Several other lesser-used alternatives exist for retaining production

capabilit-" for mobilization purposes. All the alternat-Lves prusently

considered by the ArW for retention purposes arc listed belon. Their

inherent conditions, advantages and limitations are described in App A.

Alternatives for retention of prodluction capability:

- 1. Sale cf IPE to cturent contractor., with national security

clause

2. Lease of US to current contractor, with national security

clause

3. Rent free/maintenance exchange with current contractor

i4. Sale of IME to another producer, with ziational security

clause

5. Lease of IPE to another producer, with national security

clause



6. Rent free/maintenance exchange with another producer

7. Active base layaway

8. Standby layaway

9. Package plant layaway

10. Some combination of two or more types of layaway or sale

or lease

11. Government leasing of contractor-owned equipment

.4

PROBLEM

When a decision has been made to close a production line consisting

whoill or in part of government-owned IPE, the Commanding Ceneral, U. S.

ArWy Materiel Command (Co, UAMC) must make a recommendation as to

wbether there is a need to retain that production .capability under AMC --

control for later reactivation, either before or after M-Day, to renew

production of the items produced by that line. In the event that there

is a future need, all the alternatives listed above and discussed in

App A are olpen to the Aruq as a means of retaining the desired production

capability. With defense budgets currently being reduced, the CG, AM

must be able to justify and document his selection of an alternative

for review and approval by higher authority. The selection must have a

sound economic basis that is consistent with planned mob•ll'zation

requirements and the bidgetary environment. This is of particular

importance when some type of layaway is the alternative selected because

layaway action must be approve6 at the Assistant Secretary of Defense

level. The reason for the high level approval is that it is IOD policy

to maintain government ownaership of the means of production at the

minimum level necessav-7 to satisfy mobilization requlremerts.

Documentation for requesting approval of layaway pai:kages

currently involves use of only two forms:

(1) Format A is a layawsy package fact sheet used to request

authorization for a project from higher level authorities (see App B).

(2% Exhibit P-17 (Parts I & iI), Layaway and/or Redistribution

Project RCS CSGLD-1126 (Rl); is used to request funding for a project

(see App B).

The deficiencies found in these forms vers of primary importance I

to the develop•*nt of the methodology described in this report.

P8



S~Discussions with several of the AMC major s ibordinate commands and the

higher levels of authority indicated that applicable procedures for
• these forms were closely followed. Hcwever, t•hese present procedutres

start with the premise that a layaway package is necessary and should

b3 requested. They contain no indication that all other alternatives

were considered prior to the decision for a layaway nor .s there any

indication as to how the command arrived at the layaway decision. There

is no provision in either Format A or Exhibit P-17 for a formal

com!arison of candidate alternatives that would help justify a I
recommendation on an economic basis. The present forms only request

approval for a layaway action, indicate its location and extent, and

substantiate the cost involved.

It was apparent from the review of the present procedures for

requesting layaway approvals that what is needed is a formal method for

comaring and analyzing all the possible alternative means by which an

AMC command could retain production capacity for mobilization production

purposes. In addition, this method should have an economic basis that

would serve to adequately identify asnd assess applicable costs and

possible differences in benefits to justify the decision and also

provide a written record of the justification procedure for any required

higher level reviews.

An additional prcblem is that reactivation and deactivation of

production facilities is an unscheduled cyclical activity which occurs

primarily during periods of conflict. Personnel of the AMC are therefore

not continually exposed to this type of activity. Thiz. situation requires

that any method developed for selecting alternatives be as straightfoxward

as possible and be well-documented in easy-to-follow steps to facilitate

application.

The problem facing AMC reduces itself to essentially one question:

How may the choice between retention alternativea that will meet future I
-mobilization production requirements be mEde on the basis of sound

economic analysis and best be documented for higher level review? j
OBJELITIVES

Lhe above question posed two primary objectives for the study:



() Develop an improved economic analysis method for use by

mobilization planners at AMC to compare and select in a relatively

routine fashion, from among all possible retention rlternatives, the

one that will best satisfy future mobilization production requirements.

Prepare detailed forms an instructions and recommendations for implemen-

tation of the proposed method. Form mnd procedures should be well-
documented and designed for ease of application.

(2) Attempt a reduction of the economic analysis method to a -.

simplified rule or technique to facilitate very rapid application by
{3

personnel uf the AM..

An additional task addressed in the study was to determine if any 3

data in addition to the results of the economic analysis and those

L required by existing regulations should be supplied to support, isawy ay

funding and authorization requests.

APPROACH
The approach taken in achieving the foregoing objectives was to:

(1) Identify shortcomings in methods, procedures, and forms

presently used to request authorization and funding and to justify

layaway lines.

(2) Review and evaluate DOD, ArM., and AMC literature on industrial

readiness and production base planrfngn and support to determine ±f

available information was being used to support requests for layaway

packages.

(3) Review and evaluate other completed or ongoing military

sponsored studies involved with improving various aspects of mobilization

production planning to determine their relationships to the problems of

this study. .

(4) Review and evaluate mLlitaz7 and industry methods for selecting -

among alternative investments and determine the suitability of methods F
and cost factors for this study.

i SYIM IS OF COJCEPT FOR PROPOSED ETIODOLOGY

A concept for the proposed improved methodology was partially . i

developed from current military and industry practices involving

economic analysis and analysis of alte:native investments. The- philosolkv

of economic analysis for proposed investments, as embodied in the

10



314.
objentive and definition stated in military documents on this subject,'"

was found suitable for the purposes of this study. A rati~na2Le for the

II } concept may be stated as follows. It was first necessary to check

current mobilization requirements to det.3rmine if there was actually

a need to retain any production capability for future use. This could
be accomplished by reviewing certain planning documents and making sure

they were up-to-date. Next, all possible retention alternatives had to

be listed for review and analysis.

The factors that enter into the analysis were then identified.

These were found to be: capability of the alternative to meet but not

exceed mobilization re quirements wth regard to both quantities and

production schedules; various cost factors such as acquisition of reserve
stocks, storage of reserve stocks, physically preserving, removing and

A:• storing plant equipment, reactivating stored equipment; leadtime to

reactivate existing contracts and plamning agreements with producers;

interest of producers in acquiring government-owned equipment; need to

oupport certain producers or retain cadre of personnel; special physical

characteristics of the existing production facilities or eqyipment;

value and condition of the IME; future status of the end items to be

"produced with regard to procurement and replacement; current stocks of

end items and/or substitute items; peacetime consumption rates for the

end items; limitations on acquisition of reserve stocks and several

others of lesser importance.

"Having identified the fact'--rs involved it was then necessary to

devise a means for recording and analyzing them. For the cost factors

Format A (not the same form as the layaway request, see App C) was

adopted from the military documents 3,45noted above as an analytical

f framework for comparing total costs of each alternative at the most

highly aggregated level. Forms for more detailed backup cost analysis

had to be developed and were made compatible with the Format A.

Procedures were then written for perlorming the cost analysis.

Discussicns with AMC personnel indicated that some alternatives

could be quickly eliminated from contention because they were, for

various reasons, obviously infeasible. Since it was desirable to
restrict the detailed and time consuming cost analysis to as few

alternatives as possible a series of questions was developed to beS11



6pplied to verifying the future need for retention, eliminating I
alternatives that would not satisfy requirements or were otherwise T
infeasible, and generally dealing with the non-cost-oriented factors. I
The questions were designed to provide a systematic, celf-directing,

standardized and documnted examination of most of the factors not

covered in the cost analysis. Those factors remaining (differences in

benefits) were to be described in a space provided on the cost analysis

forms. No attempt was to be made to trade off between various factors

or optimize costs versus benefits because of various constraints imposed

on the study by the sponsor (see Assumptions).

It was decided to perform the proposed economic analysis in two

successive steps or phases, as shown in Fig. 1, to provide flexibility

and minimize the work required. Phase I would occur prior to the detailed

cost analysis and would be a preliminary evaluation aimed at eliminating -

quickly and in a routine fashion, those alternatives that do not satisfy J

mobilization requirements and may easily be determined not to be feasible

for a given shutdown situation. This procedure would reduce the scope

and effort required and possibly even the necessity for the formal cost

and benefit analysis that comprises Phase II of the proposed methodology.

Procedures were tnen devised for disterbuting copies of the analysis

to effect the documentation and provide the justification desired.

The improved methodology was designed to assist the using command

in preparing retention recommendations on a standardized and systematic

basis, to insure that all alternatives, costs, and other factors bearing

on the problem are given consideration. The forms developed are evidence

of the process, thoroughness, and results of the analysis and will serve

a5 justification for recommendations made to higher authority. The

methodology, however, addresses each retention decision individually

and there are other aspects of its scope and limitations that are

discussed later in this chapter.

ASSUMhTIONS

The major assumptions of the study are the following:

(1) Each production package proposed for retention by layaway .7

or other methods will be subject to a separate application of the method. .4

12 j
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Oiis aproach may not result in optimal use of the facilities. However,

"the sponsor's direction that the analysis be performed manually requires

that it be kept as simple as possible.

(2) All numerical data used in the economic analysis will be

considered to be deterministic. That is, the effects of probabilistic

variations or other uncertainties in cost estimates or requirenents will

not be considered in performing cowputations due to the complexity they

would add to the analysis.

(3) Mobinization requirements for the item(s) to be produced are

valid and as officially stated in the AMP, or on AMC Form 1.446 as in the

case of non-nuclear ammunition. This assumption provides an officially

approved base-point for the analysis which is primsrily outside of AMC1

and the scope of this study sand is necessary for any determination of

mobilization production needs.
(4) The time period to be used for economic comparison purposes

will be, with respect to the end item to be proauced., that part of the

life cycle during which the end item is expected to remain in the Army

supply system as a preferred item. That is, the end item will be type

classified Standard A, and will continue to be considered for Parther

procurement. The rationale for this assumption is given in Chap. 3. J

In addition to the above assumptions, several constraints were

imposed on the study effort by the sponsor, and these fo'lcw:

(1) The methodology is to be used only when a major subordinate

coimand 1Iows that a production line will be shut (Lown at some future

date due to expiration, termination, or cancellation of a contract.

Analysis of the reasons for the shutdown will not be part of this study.

S(2) Sufficient f*unds will be available for layaway purposes, if

that is the alternative chosen. Although Operations and Maintenance,

ArcW (OMm) funds for continued maintenance of stored equipment lave

been and will continue to be difficult to obtain, it is belleved that

it should not be the concern of a mobilization planner as part of this

particular analysis. DCSWG has indicated that no layaway has been

refuzead due to lack of funds. Mis assumption also avoids the need to

rank candidate projects as is done in capital budgeting in industry.

(3) Sufficient storage space will be available for stockpiling

end items and/or storing plant equipment. Provision of storage space

1 4
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is again an AUG problem and shortages of sto.age space will lead to

differeinces in costs of storage. However, this problem is not assumed

ifto be the concern of this study.

(4) Mobilization planning information and formats currently in

use by the Army will continue to be used to the greatest extent possible.

(5) The economic analysis is to be performed at the major sub-

ordinate conmand* level of AMC, where retention recommendations are

pvesently made, and where detaffled information will continue to be

available.

SCOPE OF STUDYJ

The study was limited tt methodology that will assist mobilization

planners in reviewing alternatives open to them after a decision has been

made to shut down a production line. The reasons for such shutdowns

are not P part of this study. The study concentrated on identifying

the factors to be considered in a production capability retention

situation and developing a means for relating and anrlyzing these

factors manually. Y) uttempt was made to optimize overall Army

mobilization planning or to develop computerized methods because these

subject areus have been, or will be covered in other DOD or ArM

T sponsored studies.

The charge di6L not include a test of the proposed methodology or
detailed description of changes in policy or revision in regulations

that would be required to implement the new methods. A general statement

_of the extent of such changes has been provided in Chap. 3, however.

*AVSCOM Aviation Systems Command
ECOM Electronics Command
MECOM Mobility Equipment Command
MICOM Missile Command
MUCOM Munitions Command
TACOC Tank-Automotive Command
WECOM Weapons Command

15
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The proposed methodology is intended to be an aid to and not a substitute

for the mobilization planner's judgment. .

It is P.lso expected that application of the propose•d methods,

4.though useful for any end item, will be limite0 only to those 1900 end items

or critical components for which EQ AMC and DCSLOG bave agreed that mobilization6
planning will be permitted and is feasible due to manpower limitations.

Due to the stated purpose of the analysis its application will be further
limitead to that portion of the 1900 items whose production base contains

some government-ovned equipment.

LIMUAIONS OF THE IMPROVED NETHODOLOGY

A number of limitations are associated with application of the

improved methodology and these should be borne in mind by the user.

Some limitations are the result of pre-existing laws and procedures

beyond the control of this study, while others result from time

limitations on the study and external constraints imposed by the

sponsor.

The proposed methodology -4Ai not necessarily point to the

selection of a single alternative as the most desirable choice. This
may be particularly true when the full economic analysis is required
to compare several alternatives. However, the method will displwayi

information from which the evaluator may make a choice. using his own
judgment in weighing the information displayed against other factoru
that must be considered. Some of these factors have in the past been

said to result from a lack of firm commitment at highEr levels of

authority as to poli,:'es to be followed and dollar'-r to be expended inSindustrial preparedness planning. Other factors may include the loss

of an experienced cadre of personnel or a disgruntled contractor.

No explicit attempt has been made to examine in detail the

tradeoffs that may be made between the cost of acquiring D to P stock

versus the costs of various types of layaway methods, although costs
for both of these factors have been included in the analysis. Ther.

has been no optimization in using the alternatives, either separately or in I i

combination, only an examination of the production capability to be retained

to produce the end items and critical components for which it was

assembled. The optimum multiple use of laid away and active facilities

for other than planned items has not been considered. Consideration

16
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- •has not been given to the fact that the fixed costs of a GOCO facility

are constant and, on a cost-plus contract basis, if one line is shut

down the remaining lines must then carry all the fixed costs. Optimal
balancing of mobilization planning -ould require the use of a computer

and complex mathematical models that are b'.'ond the uocigned bcope o±
this study task.

There may be limits on how far tUn- ising command my go in

evaluating certain alternatives. This is n'rticularly true where sale

or lease agreements are to be negotiated with contractors. Such agree-

A I- ments would bring income to taa US Treasury rather than incur an expense, but

Sthe red tape and time delays imposed by 6xisting legislation more often
t than not abort attempts by .ommands to follow these alternatives. It

behooves HQ AMC and higher levels of authority to push for revisions in

the laws that would facilitate greater use of these alternatives.

As stated in the assumptions, all the numerical data proposed for
use in the !conomic analysis are assumed to be deterministic. No

allowance is made in the computations for probabilistic Nariations or

uncertainty in the cost or requirements figures used. Variations andfi"'i •ucertainties do exist, however, and decision-making could undoubtedly

be improved if a means were. provided for their inclusion in the method

in the future. A constraint also stated that sufficient funds and

storage space would always be available for layaway purposes as these

areas were not primary ones for mobilization planners. However,

funding and storage problems are very real ones that will have to be

dealt with within AMC and other sections of the Army, although they
have not been considered in this study.

Final 3y, the Phase I preliminary evaluation procedures are not
' yet considered to be exhaustive ana should be reviewed by users

periodically cn a formal basis. It is entirely possible that changes
in external documents su.ch as the PP&G could substantial.y affect and

lead 1,o a more desirable sequence of questions in Phase I. Practical
experience in using Phase I might also dictate revisions.

17
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Chapter 2 4

DEVELOPMENT OF ECONCt4IC ANIALYSIS NETRODOWGY

RESEARCH COMM)UTED ..

stuy tat erenpassay t diectthe development of an economical~ly-

Iretdmehdlg waiould tothe ned ofte- n nlzn

retntin ateraties.Theretention situation was similar to other

capbiit to meety utr mobilization requirements.Hwvrsic

(reainngprouctoncapability in excess of requirements is prohibited

by OT)reglaton),,ny ltenatvechosen would provride about theS

same level of b'(.nrfits in terms of retained production capability. Some

differences in production capabi.lity will exist,, however, since exact2Z

the same items will not be retained by every alternative, items are

replacer! If worn out through use., and leadtime to bring the IPE to operational

status differs between alternativ'es.

The retention situation is also different in that there- are no i_-A1

annual returns or profits, no present alternative that might~

be continued, no arnnual satvingz (alit.,ough t1% total cotst of one alt-erna-

tive may b-- 'Les3 than others!, -"axe- and depreciation do not enter the

analysis with guvernmuent cwership. -%rd the dollars all flow out;, ex.iept

for the leasing alternatives. Also, the situation does not match any

of the applications for1 "Economiio Anal~ysis of Proposed DOD Invest~ments"

stated in Ref 3(Para III.B.2). 'In addition, no replacement of existing

items is i.nvolved, which eliminates a common application of economic-

analysis in both industry and military p" 'cto areas. :i
18
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A thorough review was conducted of DOD, AnW, and AMC documents

pertaining to current mobilization and industrial readiness policies andI~I procedures to determine their adequacy as applicable guidance for layaway

lines. As stated in Chap. 1, the current procedures were found to lack:

(1) a verification of the latest ntbilization requirements, (2) a formal

type of comparison and analysis of alternatives, (3) an economic basis

for recommendations, (4) a means for examining all possible alternatives;

and (I) a hritten record of the decision-making process that would supply

documentation and could be used for justifyWng recommendations. in A

addition, current procedures and problems of layaway and industrial A;

readirness were discussed with personnel of various AMC commands and

organizations and with DCSLOG to isolate information sources and

existing problem areas.

Considerable additional research of both military and inlustry

-E ' sources was mcde to establish specificvJ--3.- the objectives for the

improved methodolog its concept, its cuntents, and its formt. These

sources are listed in the general bibliogralhy. The intent was to

assimilate the best current industrial and military practices applicable

loto the problem.

The research included military documents on proposed investments,

replacement of machine tools, costing and pricing, and production base

support programs. A parallel review was made of many books and periodical-

a ticles published during the last twenty years. These covered capital

budgetinL and methods for analyzing and ranking alternative investments

•-• for industrial firms. A literature search was also made for methods

used to select investments and perform cost/benefit analyses for public

- investment purposes, paricularly water resources. and to a lesser extent

weapons systems.

The selection and use of possible cost elements for the economic

analysis was explored with representatives of industry and gove2nment

to determine the availability of applicable data. The results from

selcted areas of this intensive zesearch effort led to the concept for

the economic analysis methodology discussed in Chap. 3. A brief review

of these results follows. For purposes of brevity only those sources

found genuinely useful are discussed, and these only briefly, to indicate

the origin of some of the ideas incorporated Into the proposed methodoloV.411 19S
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Table 1 summarizes the evalua-ion of military and industry sources

reviewed and lists those methods adapted or rejected for use in this

study.

I.iLiTAFff SOURCES

The first militarj sources reexamined were the two existing forms

for mauking and documenting layaway requests, Format A and Exhibit P-I7 (see

App B). Since., as previous2y stated, neither form contains provisions

for compsring alternatives, their usefulness to the ir!proved methodology

was limited. However, Exhibit P-IT (see App B, Part II, Item 14) contains f

a section detailing cost data for layavay actions and this infortration

was found suitable as an input cost for the Phase II economic analysis

(see Chap. 3).
z Three military documents previously noted as dealing with the

economic 4•yn 'sis for proposed military investments proved mosT useful.

These documents were DODI 7041.3 3 , -AR 37-13 and A!ZCR 1i-345. They

contain a philosophy for economic analysis that is suitable but retquires
tailoring ti the practical needs of the mobilization planning situation.

Several ideas from these documents were adopted. The first is the

general format for making a cost analysis. This is called a Format A

in all three documents and should not be confused with the Format A

previously mentioned, which is used only for layaway authorization. A

sample of the cost analysis Format A is supplied as App C. It contains

provisions f~r comparing costs of alternatives over a variable length

of time considered to be the economic life of the project. It uses

arnebher idea that has been adopted, that of discounted annual costs or,

as it is also called, The present worth, or present value concept.

The discounted-cash-flow method recognizes that tire has an

economic value, i.e., a dollar today is worth more than a dollar

obtained or spent in the futurc because it may be invested and accrue

inteiest at a specified rate. It is also more accurate than other

investment analysis methods because it is sensitive to the timing of

outlays and forces thinking abuut the whole life of a project.

Dis.eounting enables the analyst to e,.aluate the time-phased

profiles vf the cost flows for eaca alternative Ps if they all occurred

at one point in time (at t:ne present time), rather than spaced over the

20
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economic life of the alternative. In this way the -iternatives can

be compared from a cost standpoint, even though they may have different

ti=-.phased cost profiles. "In effect, discounting makes it possible

-to evaluate and t sum, in a logical manner, costs which occur at different

points in time.' 7  The discounting method is suitable for adoption by

this study because layaway expenses will take place over extended.

variable time periods, but must still be compared..

Use of the present value (discounting) technique is required by

the DOD for investment analysis (Ref 3, para 5.c). This same reference

(Ref 3, En&cl , para II) explains the reasons for its prescribed use and

ihe effects it may have on the results of an economic anaLysis. In the

same document (Ref 3, para 5.D) the use of an annual interest rate of J

10 percont is prescribed for discounting purposes. This rate may be

simply applied by multiplying the cost incurTred" during any year by a

discount factor for that year that is derived from use of the 10 percent

interest rate. The result will be a fature annual cost discounted to

its present value. A table of discount factors to be used in Phase II

of the improved methodology is supplied in App F.

Two additional analytical formats contained in references 3, 4.,

- and 5 were rejected. Format A-I was rejected because it deals with
cost differentials between a present alternative and a proposed.

alternative, and in the retention situation there is no present alternative.

Format B was rejected because it vas be.ieved to contain unnecessary

detail in describing differences in benefits in the retention situation

where all alternatives will serve to retain the desired production

capability, thereoy providing approximately the same benefit in terms

of production quantities out perhaps not in terms of response or

reactivation times. It was believed that the response time differences

could be adequately described without resort to a special additional -

format for accomplishment.

51 fIMUSTRY SOURCES
The two methois most widely used in industry for capital budgeting

and analysis of the profitability of proposed investments are the rate

of return, or profitability index, and the payback period. Neither of

22



these was believed suitable for the puryoses of this study because they

require as inputs a cash flaw generated from sales or savings, and such
an input, or profit, does not exist in the retention situation addressed

by this study. The concept of couparing discounted total cos+ts, which

" t iis used by industry as well as the military, appears to be a preferred

method and. was therefore adopted.

Industry also uses breakeven curves, but there appeared to be too

many cost parameters in the retention situation to make that approach

feasible. Another method used by industry, and also in analysis ot

'public investments for water resource development, is the benefit/cost

ratio. As several authors hae pointed owat, 8p 9 hils ratio may be mislead-

used with caution as a simple technique or rule-of-thumb, which was one

"of the objectives of this st-ady. Use of a simple rule c-uld be practical

if some of the primary cost factors in the Phase II economic analysis

were very large and overshadowed all other costs, permitting the analysis

to be reduced to such a ratio. Considering the many factozs involved in

-- a retention situation this possibility was rejected as being too risky.

Other parts of the improved methodology that did not stem from the

above sources, such as the detailed forms for performing the cost/benefit

analysis of Phase II and the entire idea anC questionnaire used in Phase i,

were devised by the study team to satisfy the needs of the problem.

23
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Chapter 3
DESCRIPTION OF PROPOSED ECOOIE)KC AN~ALYSIS IMHODOLOGY

RATIONALE ACCOMPAIVING THE PROPOSED 1METODOIDGY

The method described in this chapter was designed to q'ickly sift

through the alternatives for retaining production capabiity for
mobilization purposvs and present an economic comparison of the ieasible
alternatives for use by the cognizant AMC major subordinate command in

making a retention recoaendation. At the same time, the propored
methodology is intend-ed to provide a written record of the analysis to
be used for justifying the recommendation to higher authoe-ty.

Use of the methodology will begin at least 90 days prior to the
anticipated shutdown date tot. an-operatinZ production facility. Using
Phase I of the method, the mobilization planner at the cognizant AMC major

subordinate ccmmand will verify the need to retain the production

capability for -future mobilization purposes or other needs. Use of
Phase I will also enable the planner to eliminate any infeasible retention

alternatives from the list of possibilities. If only one alternative is
left the completed Phase I analysis will documeent and justify the decision

process for higher authority. If the surviving alternative is some form
of layaway action the command will proceed with the required submission

of a Format A and Eyxibit P-17 to request the layaway, supplemented by
a copy of Phase I as justification. If the surviving alternative does

not involve layaway, Formnt A and Exhibit P-!7 are not required.

If two or more alternatives survive the Phase I preliminary

evaluation they will be subjected to the additional Phase II analycis
of comparat ve costs and benefits. The results of tbe Phase 11 anslvsis., .
displaying costs versus differential benefits, may then be weighed byodo
the cognizant command, as their knowledge and experience dictates, in

making a _zrommendation for a retention alternative. Format A and

24
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Exhibit P-17 may then be submitted, depending on whether a layaway action

is involved. The improved methodology is designed to precede and supple-

derives from the formal verification of need, examination of all

alternative possibilities on a systematic and standardized economici i (cost/benefit) basis, and formal recording of the decision process for
later review by higher authority, if necessary.

ALTERNATIVES FOR RETENTION OF PRODUCTION CAPABILITY

SThe firse question that must be answered by the Arqr when

analyzing the implications of the anticipated shutdown of an ongoing
T production line is whether there is a need to retai the production

capability for use within the foreseeable future to satisfy mobilization

or other needs. If no need i foreseen, disposal of the equipment should

obviously be made. Disposal of government-owned equipment is accomplished

dby eclaring the equipment excess to Aru needs and following procedures
S•described in AR 700-43 10, y Cap. 2y Sections V and VI.

if a future need for a production capability does exist, retention

of the equipment may be accomplished in one of several ways. Listed on

page 7 are the major alternative ways described in App A and currently

considered by the Araw. These are all examined by the proposed economic

analysis methods if, as a first step, they will satisfy mobilization

requirements. Vae alternatives on page 7 are listed roughly in order

of increasing cost to the government. Lowest cost alternatives are

given priority consideration in the economic analysis to satisfy DOD

policy of meeting industrial preparedness planning needs with a minimum

outlay of funds by the government.

The lowest cost alternative, however, is not necessarily the best
4f.

alternative. One should strive for a balance, in terms of providing the

necessary production capability within the required time constraints,

with reasonably goo4 assurance that the equipment will be maintained in A
i Satisfactory operating condition and not be unduly subjected to wear.,

deterioration, or sabotage. Other non-quantifiable factors such ac the

loss of trs-ired production personnel, possible loss of a desirable

planned producer or poor pest eXPerience with some producers should also

be considered in making the final choice.

25



CONCEPT FOR PROPOSED ECONOMIC ANALYSIS METO.DS

A two-phase analysis is proposed for selecting the best alternative

from among the list of possible retention alternatives shown on p 7.

TThe first phase is a very important one and consists of the use of a

questionnaire to make a preliminary evaluation that verifies the need

for retention and quickly screens the alternatives to eliminate those

that are considered infeasi.ble. If only one alternative remains after

completion of Phase I, there will be no need for Phase If. The second.

phase is the application of a formal economic analysis, primarily cost

oriented, to the alternatives remaining after the Pbase I screening.

Phase I contains several sets of questions related mostly to factors

not quantifiable in dollar terms. The formal Phase II economic analysis

examines In detail the comparative costs of two or more alternatives

and also notes any differential in the total production capability,

leadtime or other special conditions attending their benefits, with

regard to the inte. led urpose of the retention. Both steps providse

a written record of the analysis made in arriving at a recommendation,

whether it be made quickly using only the Phase I preliminary evaluation

or after the more detailed Phase II economic analysis is completed. In

- i either case the written record satisfies the need to supply justification

and documentation of the decision-making process to higher levels of

authonity, particularly when layaway authorization and funds are to be

requested. I'

PHASE I, PREL3MIIBY EVALUATION PROCEDURES

A complete sample set of the Phase I preliminary evaluation
procedures has been provided in App D. Phase I has several purposes.

The first is to quickly establish whether or not a need exists to retain

the production capability of the production package to: (1) satisfy

future mobilization requirements for one or more end items or critical

components, (2) be available for reactivation at some time in the future

to replenish the Authorized Acquisition Objective (AAO), or (3) produce

future requirements for repair parts. This purpose is satisfied by the

first section of Phase I. This section forces tLhe planner to check

that he is using the most recent requirements data and determine that

there is, in fact, a future requirement for the end item produced by the
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I facility to be shutdown. If there is no need to retain the production

capability, analysis is to be stopped after completion of Sections 1 and

7 of Phase I and existing procedures for dispolal of the equipment are

to be followed. Section T supplies additional writing space for cross

referencing comments or informtion that could not be fitted into the

limited s lac tn soe of the previous sdctions and requiresl
I a certification from the user.

If a requirement does exist to retain a production capability then

TPhase I serves the additional pu- •ses of:

S(i) Reducing the scope oi the Phase II economic analysis by
_ e~liminating some of the alternatives that are obviously •

not feasible, and

(2) Establishing the availability of basic informatticn needed

to perform the comparative economic analysis, and

(3) Alerting the cognizant mjor subordinate command to the

"exiestence of special circumstances requiring its review

and/or action, or

-+ (4) Making it unnecessary to perform the detailed Phase II

economic analysis comparison by quickly eliminating all

but one alternative.

Sections 2 through 5 of Phase I (App D) have been designed to meet

the intent of purposes (i) and (4) above, that is, to assure that all

alternatives to be further considered will meet mn.bilization requirements

and to eliminate alternatives and reduce the scope of or need for the

detailed Phase I1 economic analysis. Section 2 contains questions that

are applicable to all altarnatives, rmgardless of the type of production

facility involved. Section 3 deals with government-owned. government-I~ operated (GOGO) facilities, such as arsenals. Section 4 deals with

government-owned, contractor-operated tGOCO) facilities and Section 5 with

contractor-owned, contractor-operated (COCO) facilities only.

The questions in Sections 3 through 5 differ from each other

somewhat and are ordered differently depending on the type of facility.

Many questions are directed toward uncovering special physical aspects

of the production package and production leadtime limitations that would

preclude certain alternatives from consideration. Other questions are

4 27t
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directed primarily toward determining the interest and suitability of the
A

current producer or other possible producers in purchasing, leasing, or

otherwise maintaining use of the government-owned equipment.

Section 6 of Phase I serves purposes (2) and (3) by asking questions

that will quantitatively determine mobilization requirements, planned

production capabilities, current asset position, and peacetime consumption

rates for the end item or items for vhich the production package is to
be retained. It also records the future procurement status of

the end items and their possible future replacements, the status of the

government-oe*ned production equIpment with regard to its age and operating

condition, its production capabilities in relation to requirements, and

its adaptability to producing possible replacement item. in addition,

tnere are several other information items pertaining to design changes -;

and procurement and storage limitations on both the end item(s) to be

produced and the production equipment. The answers to some questions

may require a security classification and this is the re.-ponsibility of

the user. Instructions for use of the preliminary evaluation procedures

by personnel of the various maor subordinate commands are given in App D.

Routing of the completed Phase I analysis to higher authority is

covered later in this chapter.

It is expected that many retention decisions will be amenable to

resolution by use of Phase I only, without resorting to the additional

Phase II economic analysis. It is also anticipated that the study version

of Phase I given in App D will be subject to various revisions following

field experience in its use. It will undoubtedly be possible to sharpen

the questions as a means to eliminate alternatives and to accommodate

special situations as they occur. However, it is not the intention of

the checklist to force a decision to be made, but to assist its user to

arrive at a decision through the sequential application of logical

thought processes and a standarized seL of considerations, as reflected

in the questions asked. In cases where more than one alternative still

remains after the preliminary evaluation, the cognizant command wi1.T

examine and coppare these alternatives on a co.-t/benefit basis ucing

the procedures for Phase II as described below.

• i ~28 -
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PEASE II, ECONOMIC ANALYSIS PROCERES

The economic analysis procedures proposed here are of a type

similar to those described in AR 37-13a-34d 5 and are primrily

cost oriented. A complete set of the Phase II procedures and forms is

provided in App E. The primary purpose of the econormic analysis is to

provide a means for the command to make a selection from among the

IT alternatives remaining after use of the Phase I questionnaire. All

remaining alternatives should provide about the same mobilization

production capability as to quantities to be produced and schedules to

be met, or they cuauld have been eliminated by the Phase I procedures.

A secondary but equally impor-;ant purpose of the economic 'onalysis is

to record the selection proce.;s as supporting documentation for

justification of the decision being recommended to higher authority.

Figure 2 depicts the staps that ara required in performing an

economic analysis. If there is more than one alternative, Cost Backup

Sheets are assembled in the first step for each cost factor to be

included in each alternative. In the second step the information for

each alternative is gathered together on a Summary Cost Mleet. In the

_third step, discounted total costs for each alternative and any reasons

vhy that alternative will provide benefits differing from other

alternatives, are transferred to an Alternatives Comparison Sheet.
The Alternatives Comparison Sheet vill then display the essential

information for selecting the most desirable course of action.

Alternatives Comparison Sheet
SThe Alternatives Comparison Sheet, the most highly aggregated form

used in the economic analysis, is a good starting point for description

of the cost factors and other parameters selected for inclusion in the

analysis. A sample of the Alternatives Comparison Sheet form is given

in Ap? E.* Its layout is similar to Format A of AR 37-13 and AWER 32-34

(see App C). The form has a header containing the name of the submitting

Army component, date of preparation, identification of end items and

*Samples of all the forms required for the Phase II analysis have
been placed in App E so they may be viewed as a package and examined in
close proximity to the detailed guidance for their completion given in the
same appendix.
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i .
critical components the production package- is to be retained to produce,

and identification of all producers currently producing these items.

The header information serves to identify parts of the same analysis

and is basically the same for all forms used.

ad All f.Xms described in ihis chapter are given as examples only,

and are not inteaded to be copied explicitly by the using command as

- long as the information content is equivalent.

Time Period Used in Economic Analysis. Item 5 of the Alternatives

Comparison Sheet identifies the project year in which a cost is incurred.

The number of project years to be used is variable, as indicated byLthe letter N, and may be different for each economic analysis. Consider-

able thought vas given to selection of a time period to be used for the

analysis or "economic life" as it is referred to in AR 37-13 . Mobili-

zation requirements are stated for five years beyond the current budr..t

year in the AMP. However, some production liies rer.ained in layavay

status for seven or eight years prior to the Korce.q'. conflict and some

for more than 10 years between the Korean -onflict and Vietnam reactivation.

Some lines have been in layaway stat- - for more -6, -t 15 years since

deactivation after Korea. It was suggested that the '.*fe cyce-" of

the end item to be produced be used as the appropriate tim. neriod.

However, the full life cycle includes time other than the peril" '.then

the end item is being considered for £'urther procurement, and reten,"%n

of a production capability for an end item is not valid if the item is

no longer to be procured. Therefore it was decided to use as the time

period for the economic analysis that time during which the end item

could be expected to continue in the Army supply system as a "preferred"

item with type classification Standard A (see para 1.5 of AR 71-612 for

diefinition)•

Cost Factors Included in the Analysis. Item 6 of the Alternatives

Comparison Sheet displays the major cost factors recommended for inclusion

necessary in the judgment of the submitting command. For each alternative

examined, there is a separate column for recording the discounted annual

cost for each cost factor. At this point it is pertinent to di.suss the

various cost factors and their reasons for inclusion and placement time-

wise in the analysis.
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D to P Stock Acquisition Cost. The purpose of retaining a

production capability under Arny control is to be able to meet mobili-

zation requirements for various items during the post M-Day or D-Day

period. (M-Day and D-Day are here assumed to be the same-the day

mobilization and hostilities commence). If these requirements cannot

be satisfied by ciurrent assets or commercially-owned and controlled

sources then the Army has three options available: (a) issue a

procurement contract for continuing "hot'; (full) ur "warm base"

(minimum sustaining rate) production during peacetime; (b) layavay

production capability or otherwise retain access to such capability

via the national security clause (cold base); or (c) place items
• -enable to long-term storage in mobilization reserve stockpiles

own as D to P stock (P-Day is the point in time at -hich the post

JD-Day rate ,f production of an item equals or exceeds the rate of
S!consumption of that item arj continues to do so indefinitely). The

mobilization requirement way be met by one or more of the three options.

If fully 0atisfied by hot or warm base production at peacetime levels,
•" r• layavay of D to P stock is necessary. At the other extreme all

three options may have to -e exercised. This determination is made

the caiwbilities of planned producers are entered on A1&C Form 1446

_ App Gi), as required by AMER 715-73 , and mobilization production

requirements are computed on the same form. Form 1446 is reviewed for

the Phase I preliminary evaluation and the need for acquiring D to P

stock iL noted at that time.

The AMP may contain a limitation on the D to P stock that reay

be procured, depending on the type of commodity represented by the end

item. Soue commodities have no limitations, and the ]imitatlon on others

may vary frcm time to tire. in accordance itih FMPA Policy and Guidance 1 3 .

Also, D to P 3tock acquisition may not occur ov'er the full period of the

economic analysis, although it is usually spread out as much as possible.

In addition, D to P stock quantities may vary with the type of layavay

considered and its associated production leadtime. Longer leadtimes

require more stock. Regardless of tlz. existence or Jack of limitations

on D to P stock acquisition the cost of this factor is a recurring cost

that should be included wherever found appropriate by the submitting

command.
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Layaway Cost. The next cost factor to be included is the cost

of physically laying away the production equipment to be retained.

This includes the cost of processing for storage, plant removal,
& transportation, rehabilitation, and other relevant costs. Layaway

• costs, of course, are entered only under those alternatives that include

a layaway action. Layauay actions are usually completed within one

year, but for certain types of processing plants the costs may carry

over into additional years and should be entered as applicable.

Holding Costs ; Holding costs include storage and maintenance

expenditures and allowances for deterioration, obsolescence, and

losses due to accidental damage or pilferage. These costs will apply

and must be computed separately for end items that are stored as part

of D to P stock and IPE stored as a layaway package. Holding costs

will apply during each year of the economic analysis time period until

a layaway line is reactivated.

T Ractivation Cost. The cost of reactivation of a layaway line

is assumed to occur only at the end of the last year of the analysis

time period. The study concluded that reactivation costs should be

included in the economic analysis because a layaway line %ould have
to be reactivated to provide the benefit for which it was retained.

If one does not intend to reactivate in the event of an emergency
there is no point in laying away a production capability. lnclusicn

of this cost at the end of the time period reduces its effect on the
analysis to a minimum. However, if it is desired to base the analysis

strictly on peacetime costs, including no vartime emergency costs,

reactivation cost may be omitted for this reason at t*• discretion of
ff

the using command.

I Other Cost Factors. Space has been provided in Item 6 of the

Alternatives Comparison Sheet for other possible cost factors. Among

T these may be the cost for government leasing of crntractor-owned

production equipment, which is a remote but possible alternati- , or

I the opposite, a dollar return to the government from sale o- lease to

"a producer. There may also be costs incurred for modifying the
production equipment to convert its capability for producing one erl

item to producing a similar end item that will be a replacement. This
situation will occur vhen the remaining time for an item as a preferred
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item is very short and it is desired to retain and convert the production

capability for use in producing a new item. This cost should be entereu

for the year in which it is expected to occur, oand the preferred time

period for the new item should be added to the time over which the

economic analysis is made.

In making a retention recommendation the decision-maker needs

future and incremental costs for analy-,is purposes, not past, sunk

common costs. Costs that should not be included are termination

cancellation charges incurred, if these are the reasons rather thin

contract expiration, for shutdown of a producing line. Since these

charges would be incurred regardless of the alternative chosen for

retention of the production capabilit7 they are common and have no

effect on the analysis and there is no point to including them. Any

other costs, such as administrative costs, that would be the same for

any alternative may be omitted for the same reason. Facility conversion

4costs or repair costs already pail& for should also be omitted.

4 Ltem 7 is a line for entering the total discounted cost for each

alternative for the full time period of the analysis. These total costs

will be compared by the using command to choose the most desirable

alternative for retention.

Benefit Differentials. Item 8 in the Alternative Comparison Sheet

is a space for entering qualifying remarks pertinent to any of the costs

included in or excluded from the economic analysis. This space should

also be used to discuss any differences that might be expected in the

I benefits to be obtained from any of the alternati-es that have not

already been quantified in dollar terms. it is anticipated that any of

the alrternatives examined would provide about the same level of benefits

in that the retained production capability would be almost the same

regardless of how the equipment was retained, since any acceptable

alternative must meet but not exceed mobilization requirements. There

would be differences in reactivation leadtimes and costs, but any

alternative providing an unacceptable leadtime would be eliminated by

use of the preliminary questionnaire of Phase I. If there will be any

differences in production capability between alternatives due to the

actual VPE to be retained or the manner of retention, these should be

noted under Item 8. Other benefit differentials may derive from the
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commimd's past experience with producers, or possible loss of a producer

or experienced personnel that might ie3ult from a particular alternative,

5 or uncertainties associated with sale or lease alternatives.

Cost differentials would, however, be the primary basis for the

I economic analysis. Tradeoffs between costs and benefit differentials

have not been formalized in the Phase II analysis, but the informationiJ is displayed on the Alternative Comparison Sheet to be weighed by the

cognizant command, according to their experience and judgment, in making

F •a rectommendation.Hr, Summary of Costs

A sample of the proposed form for summarizing the individual cost

� factors applicable to each alternative is in App E, The form identifies

each alternative being analyzed (It6• 5), It also provides (Item 7) one

colunmn for entering the name of applicable cost factors and three columns

for determind-ng the discounted annual costs for each cost factor. The

annual cost is entered in 7a from the backup cost sheet previously

prepared for each cost factor. The appropriate discount factor, Tb,

ST which is always a number less than 1.000, may be selected from App F.

The discounted annual cost, 7c, is the product of the annual cost and

the discount factor. Totals for the entire time period are to be

entered as Item 8. One of these Summary Cost Sheets is to be filled

out for each alternative and will completely state the costs for and

benefits to be obtained from that alternative. Only the discounted
annual costs wi.ll then be transferred to the Alternatives Comparison

Sheet.i
Backup 'P et for D to P Stock Acquisition Costs

Ar. _ also contains an exmmple of the kind of information

that shculd be necessary to compute the D to P stock acquisition cost.

A separate computation of D to P stock cost will have to be madeIfor each end item and critical component involved with the package being

analyzed. Item !4 has space for entering the number of items involved.

$ T Item 5 will record any limitation on D to P stock acquisition if such a
limitation applies for the items being computed.* Items 6 through 13

I. *D to P stock li.mitations are specified in PPI in terms of months

- Tof level-off production. The months must be converted to quantity for
use in the analysis, 35
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require a computation of the total D to P stock required and a conversion

of quantity to cost, based on: mobilization requirements, plant1 ed

producer's capabilities, assets as of some point in time such as a

ty.'stulated M-Day or the beginning or end of a funding period, and the

anit cost per item. M•st of the data will be available on .414C Form

1446. Item 14 is to be used for recording data sources. The cost from

Item 13 is the only number that need be transferred to the Summary Cost

Sheet.

Backup Sheet for Layaway Costs

The layaway cost information required in the sample backup sheet

for layaway costs, App E, is basically the same as that called for in

Slayaway project Exhibit P-I7 (see App B), with some minor exceptions

noted below. Item 5 identifies, if known, present location of the IPE

to be retained and Item 6 indicates the year in which the costs will be

incurred. if more than one year will be required for layaway, separate

backup sheets should be used. The costs of the various elements of

layaway shown in Item 8 are to be entered in the appropriate column of

Item 7, according to the type of layaway being considered. There are

six basic elements of layaway cost. The subelements grouped under

Item 8(a) identify the number of items of different types that comprise-

the layaway package. The subelements grouped under Item 8(e) provide

additional detail for the alternative of replacement rather than

rehabilitation of some of the IPE in the package. Only lines 8(e)

(3) and (f) (1) are different from the layaway section of the Exhibit

P-17 form. Item 9 is the total layaway cost for each of the alternatives

being considered and these figures are to be transferred to the Summary

Cost Sheet.

Backup Sheet for Holdin' .is._

A sample of the backup inforuation needed for holding costs is

given in App E. Item 4 indicates whether the holding cost information

on the backup sheet is for the end items in the D to P stock or for

the IPE. A separate backup sheet will have to b- made up for each set

of holding costs. Items 5, 6, 7, and 8 all have a bearing on holding

costs. In Item 7 the command may enter a percentage of the unit cost
14to be used as a simple estimator of holding cost as is done in M4 38-22
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--or secondary items. AMC has supplied RAC, for use in another study,,

a figure of 15% to be used for holding costs for items likely to be

airlifted overseas. This figure includes storage and handling (10)

loss and lilferage (1%), and obsolescence (13%)1. The percentage

would vary with the type of commodity being considered but would be a

rapid way of estimating the holding costs for end items. For certain

types of ammunition it is believed by KJCOM that holding costs do not

apply &t all becawse storage depot operating costs are relatively fixed

regardless of whether the warehouse is full or half-full. These cost

elements must t~herefore be computed on the basis of the judgment of the J

submitting command and entered in Item 10, with a total at Item 11 which

is then added to the total of IPE holding costs and transferred to the

Summary Cost Sheet. The annual holding cost for end items may vary

depending on the sýze of the stockpile.

As a factor in computing IFE holding costs, there may be very

- little deterioration or losser,. As for obsolescence, it is believed

-. theve will be no obsolescence of the equipment if the design of the

item(s) to be produced is not changed over the time period of the

analysis. If the IPE is capable of producing the and item(s) at the

time of layaway it will be equally capable of producing them upon

reactivation, although perhaps not as efficiently as some new production

equipment that might be available at that time. If the end item(s) design

is expected to change, some provision may have to be made for obsolescence

"2 of the IME.

- .Backup Sheet for Reactivation Costs

Appendix E contains a sample backup sheet for reactivation costs.

- In Item 4 the location of the layaway should be recorded as it will

affect reactivation costs. The final project year to be noted in Item 5

will determine the discount factor to be used, and this factor is to be

entered in Item 6. The basic cost elements for reactivation are shown
in the first column, and costs for these elements may be entered as

appropriate for each layaway alternative uider the proper coluor. in

"Item 7. Item 8 provides totals that are to be transferred to the Summary

- Cost Sheets. Reactivation may incur personnel costs as well as operating
Scosts. Some reactivation costs miy be difficult to estimate as they may

1 ~37'



be included in procurement costs or may come in an overall package froln

a contractor. A possible gumde would be the reversal of layaway costs.

Instructions for Completing Economic Analysis Forms

Detailed guidance for prepa.ation of the Phase iI economic analysis

summary and back-up analysis sheets is supplied in App E. It is entirely
S•possible and very likely -that t~he submitting commandwilasme

S• additional supporting data for the various backup data sheets described

•I above. The contents. amount., and form of such additional data will be-

• ~at the discretion of the command. Any necessary security classification :

of the information in Phase 3I is also the responsibility of the using

commando 4

DISTRIBUTION OF ECONOMIC ANIALYSIS FORMS

SIt is expected that there will be four levels of "usi•rs" for the

products of the proposed methods: originators, checkers., revlewers,

and approvers. A major subordinate command wvold be the originator
and forward tha forms, depending on the situation, to another agency

(probably FEQUA) designated by HQ AMO to check and verify the information

prior to further action. HQ AMC and. DCSLOG levels vould then review and

forward the recommendations to the Assistant Secretary level for final

approval/disapproval. The process leading to approvaL,/disapproval is

illustrated in Fig. 3 for four possible situations that arc anticipated.

In the first situation a decision will have been made, by use of

Sections I and 7 of the Phase I preliminary e-.aluation, not to retain

the production package being shut down due to lack of mobilization or

other requiretmnts. In such a situation the originator would retain a

copy of Sections 1 and 7 of Phase I for record and proceed with excessing

and disposal of the production capability in accordance with existing

procedures and regulations. Approval of such a decision is not necessary

above the major subordinate command level.

Ln the second situation an alternative not involving a layaway

action will have been chosen by use of Phase I only, without need for

the Phase II detailed economic analysis. In this situation the subaitting

command will forward two completed copies of Phase I to PEMUA for checking

and verification of the contents. If PEUA questions the contents of

Phase I; differences will have to be resolved with the submitting command.
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Situation

1 2 3 41 1Decision made by Nan-layaway Loyaway Alternative
use of Phose I alternative alternative chosen by use

Level not to retain chosen by use chosent by use of both Phase I

package of Phose, I only of Phase I only and Phase 11

ASD(l&L) fi -aproa f.. appova

Revi'ew and] Review and]

Review and Review and
ASACI&L) approval approvrl

OCSLOG Review Rve

Letter of

Ha 'cncirrnce
AMC from F -QA.Re"w eve

for file

Check and
Check and Check and verification,

PEQUA verification, *,erfication retain backup
notify HO AMCanPasI

MAJOR
SUBOR - F

DINAE ~ O 1 JCriginator Oinator Originotor

COMMANDI E

tFo:mat A Frmoat A
rPhasel Ihs Phase I Phase I a~d

FOMpreliminary PhozlImny preliminary Phase sI
4"f'FR valuation peinayevaluation and and

Section I and 7 ev~ainsupolementary supplementary
information information

Fig. 3-Disttibsation and Approval of Economic Analysis and Layaway-Associated Forms

119



When PEQUA completes its verification of Phase I, and the alternative

chosen does not require a lysaway action, it will forward a letter to

HQ AMC indicating concurrence with the decision. Hq AM4C will retain

the letter on file for record, and no further approvals at higher levels

will be required. PQUA will retain its ccpy ot Phase I on filc for

five years or until the IPE package becomes active or is subject to

disposal.

The thirdA situation is similar to the second in that an alternative -

will have been chosen by use of Phase I only. The difference lies in

that the .lternative chosen will involve a layaway action that requires

higher level approval. Therefore, for this situation the submitting

command will forward six copies of Phase I along with the Format A

layaway authorization request and any supplementarj information

(described on p 42) to PEQUA for checking and verification of the

contents. Again, upon satisfaction of any PEQUA comments five copies "

of the completed Phase I will be sent with the Format A and supplementary

information to HQ A24C for review. From A. onward both documents will
follow existing procedures for review and approval of Format A submissions
at DC3LC{ and the Assistant Secretary levels.

in the fourth situation use of Phase I will not have been sufficient

to select an alternative, and the full Phase II economic analysis will

hhave been completed. In this situation the submitting command will

forward two copies of the completed Phase I and all the Phase II economic

analysis fort ,, along with the Format A layaway authorization requ-est

and supplemenr -; information to PEQUA for checking and verification of

the contents. Agu.n, upon satisfaction of any PEQUA comments, PEMUA will

retain the completed Phase I and all the Phase II Sumnary Cost Analysis

Forms and Backup Sheets. Only four copies of the Alternatives Comparison

Sheet, which is the final result of the Phase II economic analysis, will

5 be forwarded to HQ AM4C and on throu6h the review and approval lines of

authority with the Format A layaway request.

In the very unlikely event that an economic analysis will include

an alternative other than layaway and such an alternative is eventually

selected, HQ AMC should receive the complete Phase I and Phase II economic

analysis forms after check and verification by PEQUA, and no further

revriews or approvals will be needed.
4o
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EFFCTS OF PROPOSED M4ETHODOLO)GY ON EXISTfIWG PROCEDURES

If the imaproved methodology is accepted by HQ AMC, some changes

in existing forms and procedures would have to be made to implement the

economic analysis in the field. First: some minor revisions will be

required to AMC Form, 1446 (see App GI). These will include reccrdirng

the date and source of mobilization requirements data, by user, below

Section 11 or in Section V - "Remarks"; adding a column for the number

of months to attain maximum capability to the list of current and

plannei producers and their production capabilities in Section III; and

also noting in Section V - "Remarkr," the date of the last suivey of

alternate sources made by the command (in accordance with the require-

ments of ALR 700-43 App 6.. !+am B), and the person responsible. These

revisions may be mad- as shown in App G2. MJ00M MQ East is currently

working in automating AMC Form 1446. If this development is successful

and adopted by all AMC commands, the changes suggested in App G2 could

be incorporated in any way that would be compatible -Ath the new computer

printouts.

Forms would have to be printed for the Phase I preliminary evaluation

and possibly for the six data formats comprising the Phase II economic

analysis, although the formats provided in this document could be used

as examples by the using commands as they prepared their own analyses.

Certain AraV regulations such as AR 700-90, AR 700-43, and

AR 700-34 would have to be revised to require performance of the

proposed economic analysis at least 90 days prior to an anticipated

shutdown of an operating production line and prior to or in conjunction

with submission of a Format A for layaway authorization. The regulations

would also have to be revised to require the inclusion with Format A

of the supplementary documentation described later in this chapter.

Such revisions would have to be coordinated with the other services

where necessary in th2- cases of Joint regulations.

In addition, it will be necessary for HQ AMC to make formal
arrangements with i:PEC to compute and submit to the cognizant command
for inclusion wit1h the Format A (layaway), as necessary, Reutilization

Value Percentages (RIP's) for all items of IiE in a proposed layaway

package. In connection with the computation of RMT by DIPEC it would
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be desirable for the submitting command to forward to DIPEC for this

purpose an estimate of the rehabilitation cost for each item of IPE

requiring rehabilitation. Lacking such an estimate, DIFEC can compate

the RVP using a fixed percentage based on past experience with other IPE,

Isbut the accuracy -would not be as good.

Supplementary information that is suggested to acconpany submii :ion

of a r-ormat A for layaway purposez is as follows:

1. A copy of or reference to the AP4C Form 1446 (revised per App G2)

which contains the mobilization requirements and other basic

data for the end items to be produced.

2. If the IPE to be laid away is in a contractor's plant, note

the date that interim storage charges could begin, and the

amount.

3. Add to the list of ITE an indication of which items have a

Reutilization Value Percentage less than 30 percent.

142
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SALE OF IPE TO PIANNED PRODUCER*

The National Industrial Reserve Act of 1948 provides measures for

retention of an essential nucleus cf government-owned industrial nanu-

facturing plants and a national reserve of Tachine tool: and related

equipment to be used in times of national emergency. The National

Industrial Reserve consists of excess industrial property, i.e., facili- -

ties or plant equipment that may be sold, leased or otherwise disposed

of by the United States subject to the National Security Clause. This

clause reserves for the government priority use of the equipment during

a national emergency. The reserve was established pursuant to PL 883
by the 80th Congress. Under the Act the Secretary of Defense is respon-

sible for determining which industrial plants under the jurisdiction of

the Military Departments are not required and for reporting such property

excest to the jeneral Services Adminlstration (GSA) for disposal. GSA

effects sales under the Federal Property Services Administrative Act

of 1949.

The difficulty with this alternative is the long time period re-

quired to declare all the equipment excess through existing procedures

and the likelihood that some other service would claim some of the IPE

prior to its release to GSA for sale, thus destroying the integrity of

the production package. A bill (HR 168 ) reintroduced by Representa-

tive Gubser in 1971 may contain provisions that would facilitate the

sale of government-owned equipment.

Descriptions of sale, lease and exchange alternatives are extracted A
from information furnished by Mr. William Rogers, Hq, AMC.
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I t
LEASE OF Y.PE TO A L PRODUCER

The National Industrial Reserve Act of 1948 also provides that the

iii Secretary of Defense may lease an entire plant and its equipment subject

to the National Security Clause. The lease arrangement would be made by

i I SG3A for the Department of Defense. The National Security Clause terms p
and conditions usually obligate lessees as follows:

1. To assure provision of the capability to perfoam the functions

for which the facilities have been designated, within 120 days. 1.
T I2. To maintain designated facilities in accordance with sound

industry practice while in active current use.

. I3. To refrain from making alter"tions or changes which would im-

pair performance for assigned functions unless restoration could be

"made within 60 days. F
14. To retrain from disposal of associated ijachine tools unless re-

placed with equivalent items.

5. To assure that any sub-lease will expressly provide for convey-

ance subject to the provisions of the National Security Clause.

SiT ThS clause also provides for negotiation in the event of repossession,

to arrange for contractual terms incidental to prvauction requirements of

"T the Military Departments. In such event the Government agrees to pay fair

Sand reasonable compensacion for:

r i1. Losses resulting from work in progress that cannot be completed,.

excluding profits.

2. Costs incurred to restore or alter as directed by the Goverunent.

j Lec.sing may also be accomplished, with less stringent requirements,

under the Military Leasing Act of 1947. The leasing act authorizes the t,

~ 3: Secretary of a Military Department to lease real or personal property

under his control whenever the Secretary considers it advantageous to the [
* Igovernment.

Thi. law was enacted primarily for leasing industrial production

facilities, although it i not limited to this category of property. The

; Ilaw authorizes a lease for any parpose as long as its conditions are met.

The major conditions of the statute require that:

I45
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1. The lease must promote national defense or be in the public

interest.

2. Property to be leased is not excess property to the depart-

ment.

3. Property to be leased is not for the time needed for public

Sand
4. The lease must be revocable by the Secretary.

The lease entered into pursuant to this statute may be for a period nct

exceedi-ng five years unless the Secretary determines that a longer period

-will promote the national defense or be in the public interest.

RENT FREI.PM/INTERWCE EXCHANGE WITH A PLA1NNED PRODUCER

The Military Leasing Act of 1947 contains a special feature in

that a lease may provide for the maintenance, protection, repair or

restoration of the property by the lessee as a part or all of the con-

sideration for the lease of such property. Under this provision there

will be no cost to the government for maintaining the facilities during

the time they are under lease. Also, the equipment does not have to be

declared excess, the Military Department may negotiate directly with the

planned producer and no National Security Clause is required.

ACTIVE BASE LAYAWAY

An active base package consists of government-owned industrial

equipment not currently in productive use, located in an active facility

and specifically retained to provide an immediate accelerated production
capability in the event of an emergency, cr to be used following a change-

over to a new or modified end item.

STkNDBY IAYJ.WAY

A standby line is a complement of installed IPE maintained intact

in a reserve c.)ndition for future activation as a unit and, which when

activated, is capable of producing a designated end item or items at

a specific rate of production. A standby line may be retained in either

a power-on or power-off condition. Power-on permits periodic recycling

of IFE if necessary, and a slightly faster reactivation time.
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PACKAGE PLAINT IAYAWAY

Package plant equipment is a complement of government-owned IPE

inot currently in producti-ra use which is assigned to a specific produc-

tion program and which, as an entity or combined with other available

!Ii equipment, will be capable of producing a military end item or component

thereof at a specific rate. The equipment may be stored in a contractor

or government-owined plant or a.t storage installations under government

custody, in a national industrial. reserve plant, or as part of the Depart-

T.• merit of Defense (DOD)'or National Industrial Equipment Re.serve.

GOM M14T LEASING OF CONTACTOR-OED QUIPMENT

"___ In situations where no planned producer is willing to buy or lease

government-owned equipment, and such equipment is mixed with contractor-

- owned equipment to provide a specific production capability that the

government wants to retain, the government mhy elect to lease the

contractor-owned equipment to maintain a capability. This alternative

is undesirable and is contrary to DOD rolicy and objectives but miy be

- used as a last resort rather than losing or impairing a production capa-

* bility.

DISPOSAL OF IE

If no v•lid reason is found for retaining a government-owned pro-

duction capability then the IFE should be disposed of by declaring it

to DIPEC as excess using existing procedures. if DIPEC has no requisi-

S.- tions for the equipment and no need to retain it for an industrial re-

. :serve the equipment will be distributed outside DOD or sold by GSA

through existing channels.
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S4215.18 (9tal 3)

Dec 10i, 64

FORMAT A

t PACKAGE PLANT, ST.NDBY LINE, ORACTIVE BASE PACKAGE
FACT SHEETA

1. Sponsoring Department
2. Bureau, Command, Corps
3. Military Item to be produced
4. Name and location of facility where the equipment would be used upon

1' mobilization_ ,.
5. Total number of items costing $1000 or smore in the line
6. Are all of the items of industrial plant equipment, required to priduce

I the military item, government-owned?
7. If answer to 6 is no, how many privately owned items are required?
8. Has the contractor, if involved, agreed to retain the privately owned

equipment which is required to be used in conjunction with the
government-owned items?

9. Is this package or line complete, including tooling, jigs, dies,
flxtureu, etc., in the numbers arnd amounts needed to produce the
mobilization items? YES _NO

10. What was the date of the last determination of need for the continued
retention of the package or line? -.

11. Additional information:
12. Attached hereto ix a list of the IPE in the ;,ackage, or line identifird

i by PEC/SCC code and departmental ide..tification numbers.

I certify that the (package plant) (standby line) or (active base package)
described above meets all criteria contained in Eiclosuze 4 to Department
of Defense Instruction 4215. 18, Dcember 10, 1964.

DATE

ASSISTANT SECRETARY (ARtMY), (NAVY), (AIR FORCE);
AGENCY DIRECTOR;

Remarks: designee
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DEPARTMENT OF THE ARMY
HIADQUAR1[RS UN;TKD STAYrS ARMY MAIrRIEL COMMAND

WASH INGTON.ODC. MI)1S

AHCPP-PI 16 August 1968

SUBJECT: Format A Requests to Establish ASOD Packages

SEE DISTRIBUTION

1. It has been determined by higher authority that additional
infermtion will be reqcired to expedite the processing of Formats A.

2. An inclosure shall be furnished with each now Format A submission
to provide the following data for each item planned to be produced by
the proposed ASOD package'

a. Mobilization requirements (breakdown by using Department
(Army, Navy, Air Force) where applicable)

b. Identity of current and planned mobilization production sources,
their respective maximum production eapabilities and number of months
required to reach maximum rate. Identify both private and government
sources.

c. When it is proposed to retain the equipment on a contractor's
site in lieu of a government-owned site, include a comparative
analysis of costs and reactivation leadtimes.

3. A change will not be made to the new AR 700-34 (distribution now
pending) until the DOD Instruction, which it implements, is revised.
Until the change is made, the provisions of this letter will remain
in effect.

F0k THE COMMANDER:

E.F. DeATLUY~
Chief, Plansl Di~'sion

DISTRIBUTION: Directorate of ocuresent
B-lI & PEQUA and Production
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10 July 1970 AR 700-90

EXHIBIT P-17 (Part I) DATE ....

LAYAWAY AND/OR REDISTRIBUTION PROJECT,
RCS CSGLD-1126(RI)

1. Project No. ------- 2. PEMA ------- 8. Date effective
4. Title.
5. Total Cost ----- •Layaway . Rehab .----- - Other -...

(000)
6. Annual maintenance cost.

Fawility/contrsotr.

8. Purpose.

"Figure S-i0. Format for Ezkibit P-I7 (Part z).
(Detailed Instructions follow.)

IT.

!51

-~-7--7



AR 7"00 10 July 1970

EXHIBIT P-17 (Part II) Project No. - -

9. Item(s) produced.
10. Current and projected posture.

a. End item(s) produced.
b. Production capacity: MIN 144 -44 MAX

(1) Active facilities ......
(2) Inactive facilities - -- -- -
(8) Present total

capacity - - - - -

11. Dlecription of facilities.
M1. Scope of project.
13. Replacement value of facilities.

a. Land and improvements $- -----

b. Buildings -

c. Severables -

(1) Industrial plant equipment
(DIPEC reportable) --------------------

(2) Other production equipment
(Includes non-DIPEC reportable
special tooling and special teat
equipment) ---------------

(8) Nonproductlon equipment................
d. Nonseverables ----------------------------- $ ------
e. Total ----------------------------------- $

14, Detailed cost data.
a. Layaway, relayaway, redistribution end/or disposal

(estimated costs)
(1) Processing for storage -------------------- $-

z - (a) Number of items (DIPEC report-
able

(b) Number of items of OPE --
(e) Number of items of non-production

equipment
(2) Removal from plant and preparation for shipment $.
(3) Transportation to storage------------------------
(4) Receive and store at layaway location ---------------
(5) Rehabilitation of equipment total -------------- $ -

S(a) Number of items------------
( (b) Replacement value ------------ $ -

(6) Other expenses (specify) ------------------- $ -
TOTAL ------------------------------ $

Figu~re S-1i. Format for Ex&h&it EL-i? (Part II).
(Detailed Inatructions follow.)
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SI 10 July 1170 AR 70040

b. First year maintenance costs (OMA) - $
c. Subsequent annual maintenance cost4 (OMA) -$ -----

15. Requirements and production data

16. Alternate courses of rction.it 17. Remarka

'ii

~1

- !i

I
AGO SM 3.45
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AR 87-1S 4 Jun* 1"9

ECONOMIC ANALYSIS-DOD INVESTMENTS
SUMMARY OF PROJECT COSTS

FORMAT A

1. Submitting DoD Component:

2. Date of Submission:_

3. Project Title:

4. Description of Project Objective:

T 5. Alternative: -4. Economic Life:

8. Project Costs

a.. b. C. d. 0.
7. Nonretrring Recurring DIscountR"
Project Annual Discount Annual
Year R&D Investment Operations costs Factor cost

f1.

25.- II

TOTAL•

10a. Tottl Project Cost (discounted)
"10b. Uniform Annual Cost (without terminal value)
11. Less Terminal Value (discounted)
12a. Net Total Project C6st (discounteZ)

2lb. Uniform Annual Cost (with terminal value) _ _

13. Source/.Derivation of Cost Estimates: (use as much space as required)

a. Nonrecurring Costs:
1) Research & Development:
2) Investment:

b. Recurring Cost:

c. Net Terminal Value:

"4. Other Considerations:

H4. Name and Title of Principal Action Cfficer [Date

Firpre $-i.
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IA

4+ PHASE I-- PRELIMINARY EVALUATION OF ALTERNATIVES

IINTRODUCTION

This appendix has been prepared to describe completely the
contents of Phase I - Preliminary Evaluation of Alternatives, of the

Economic Analysis for Retention of Mobilization Production Capability.

The appendix has been designed to permit its removal from this report

"as a complete entity for reproduction and subsequent application by

-- the A=7 at AMC major subordinate commands. Included are instructions

41 for use of the Phase I zvaluation, a list of alternatives to be evalu-

ated and a set of the seven sections of questions that make up the

evaluation procedures.

INSTRUCTIONS FOR USE OF PHASE I- PRELIMINARY EVALUATION OF ALTENATIVESS-- Purpose

This preliminary evaluation method has been developed to aid

, Imajor subordinate commands of the AMC in reviewing, justifying and
selecting from among IPE retention alternatives resulting from the

anticipated shutdown of an on-going production line. Its use is in-
tended when retention of production capability under Army control should
be considered to meet future mobilization production requirements.

The preliminary evaluation is the first step in developing an
Seconomic basis for jastifying the choice of an alternative. Its pur-

.- pose is to quickly eliminate infeasible alternatives from consideraý

and thereby reduce the scope and effort required for a more detailed

economic analysis.

The preliminary evaluation should not be used to force a decision
to avert the need for the more detailed Phase II economic analysis. Its

use does permit consideration of the fauts of the shutdown situation in
I ~57 ,



a standardized, logical sequence of questions. In so doing it also

permits alternatives to drop out for good cause. In the event that

Phase II of the economic analysis is finally found necessary, completion

of the preliminary evaluation provides much basic information to sid the

planner in performing the Phase II economic analysis.

Procedures

Phase I has been divided into seven sections to facilitate its

use. No user will have to apply more then five since there are separate

sections for GOGO, GOCO and COCO facilities. The user should begin with

question 1.1 and continue through the sections only as far as necessary

to eliminate all but one alternative. The preliminary evaluation may

be stopped as soon as there is only one alternative remaining. Columns

have been provided on the right side of each page in which the user can

(V) a YES or NO answer to a question and record the date on which it

was answered. The dates will indicate any delays encountered in com-

pleting Phase I due to lack of information.

A list of possible alternatives has been provided to permit the

user to cross out those that are eliminated during Phase I and know

which remaining alternatives, if any, are to be examined by the Phase II

economic analysisb Space has been provided for additioral1 alternatives,

if applicable. Space for applicable remarks or entry of data has been

provided following mazxy of the questions. An additiona2 sheet has been

attached at the end, Section 7, for cross referencing any further

explanation or comments deemed necessary by the submitting cornmand and

zj certifying the ccmpleted work.

It is possible that the answers to some questions will require

classification of some portions of Phase I. Proper classification of

such information is the responsibility of the user.

Should Phase I be completed without reducing the alternatives

to only one, the remaining alternatives are to be subjected to the full

Phase II economic analysis procedure to aid in effecting a decision.

Distribution of Completed Phase I Evaluation

Four different situations are anticipated for distribution of

completed Phase I preliminary evaluation to higher authority, if required.

These situations are illustrated in Fig. Dl.

58
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a standardiied, logical seq'ience of questions. In so doing it also

permits alternatives to drop out for good cause. In the event that
SFPhase II of the economic analysis is finally found necessary, completion

of the preliminary evaluation provides much basic information to aid the

planner in performing the Phase II economic analysis. T

Procedures

Phase I has been divided into seven sections to facilitate its

t use. No user will have to apply more than five since there are separate

sections for GOGO, GOCO and COCO facilities. The user should "egin with

question 1.1 and continue through the sections only as far as necessary

to eliminate all but one alternative. The preliminary evaluation may

be stopped as soon as there is only one alternative remaining. Columns

have been provided on the right side of each page in which the user can

(V) a YES or NO answer to a question and record the date on Aich it
IAwas answered. The dates will indicate any delays encountered in corn-

pleting Phase I due to lack of information.

A list of possible alternatives has been provided to permit the

user to cross out those that are eliminated during Phase I and know

which remaining alternatives, if any, are to be examined by the Phase II

economic analysis. Space has been provided for additional altcernatives,

if applicable. Space for applicable remarks or entry of data has been

provided following many of the questions. An additional sheet has been

attached at, the end, Section 7, for cross referencing any further

expianation or comments deemed necessary by the submitting cozmmand and

certifying the completed work.

It is possible that the answers to some questions will require

classification of some portions of Phase I. Proper classification of
such informtion is the responsibility of the user.

Should Phase I be completed without reducing the alternatives

to only one, the remaining alternati'. .s are to be subjected to the full

Phase II economic analysis procedure to aid in effecting a decision.

Distribution of Completed Plase I Evaluation

Four different situations are anticipated for distributiin of 4

completed Phase I preliminary evaluation to higher authority, if required.

These situations are illustrated ikt Fig. Dl.
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Situation

I 2 4

Decision maoe ,. Non-layaway Layaway Alternative
Level use of Phase ' alternative alternative chosen by use

not to retain .hosen by use chosen by use of both Phase I

packace of Phase I only of Phase I only fnd Phase II

i ,.,.w an

ASD(I&L Revieiw and Review and
final approval final approval

Aeview and Review and
-fASA(I&L) appov~l approval

DCSLOG Review ReviewI 'Letter of
HQ concurrence

AMC Irom PEQUA, v Review

for file . j

ChIe and Check and
SCheck and I Check and verification,
PnQUA verification, verification retain backup

Snotify HO AMC and Phase I

MAJOR
SUBOR. -
DINATE Origirnator Originator Oriqinator Originator

COMMAND #

Format A Format A
Phase I hase I Phase I Phase I and

FORM preliminary Preliminary preliminary Phase II
evaluation elion evaluation and anl

Section I and 7 supplementary supplementary
info-motion information

Fig. DI-Distribution and Approval of Economic Analysis and i ayaway-Associattd Forms

P4
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Tn the first situation a decision will have been made by uae of

Sections 1 and 7 of the Phase I preliminary evaluation not to retain

the production package being shut down due to lack of mobilization or

other requirements. In such a situation the originator would retain a

copy of Sections 1 and 7 of Phase I for the record and proceed with exces-

sing and disposal of the production capability in accordance with exis-

ting procedures and regulations. Abproval of such a decision is not

necessary above the major subordinate command level.

In the second situation an alternative nct involving a layaway

action will have been chosen by use of Phase I only, without need for

the Phase II detailed econocrc analysis. In this situation the sub-

mitting command will forward two completed copies of Phase I to PEQUA

for checking and verification f the contents. If PEQUA questions the

contents of Phase I, differences will have to be resolved with the sub-

mitting command. When PEQUA completes its verification of Phase I, and

the alternative chosen does not require a layaway action, it will send

a letter t ) HQ AMC (AMC RP-OIP) indicating concurrence with the decision.

HQ AMC will keep the letter or file for record sand no further approvals

at higher levels will be required. PEQUA will retain its copy of Phase I

on file for five years or until the IPE package becomes active or is

subject to disposal.

The third situation is similar to the second in that an alternative

will have been chosen by use of Phase I only. The difference lies in

that the alternative chosen will involve a layaway action that requires

higher l.evel approval. Therefore, for this situation the submitting

comm.and will forward six copies of Phase I rtlong with the Format A

layaway authoriLation request and any supplementary information to

PEQUA for checking and verification of the contents. Again, upon satis-

faction of any PEQUJA comm.ents five copies of the completed Phase I will

be sent with thP Format A and supplementary information to Hq ANMC

(A,' RP-OIP) for review. From A14C onward both documents will follow

existing procedureq for rcview and approval of Format A submissions at

DCSLOG and the Assistant Secretary levels.

In the fourth situation use of Rhase i will not have been suf-

ficient to select an altttrrAtive P-nd the full Phase I! economic a. alysis

will have been completed. In this situation the submitting comand will



5 forward two copies of the completed Phase I and all the Phase !I economic

analysis forms, along with the Format A layaway authorization request

and supplementary information to PEQUA for checKing and verification of

the contents. Again, upon satisfaction of any PEQUA comments, PEQUAff1 will retain the completed Phase I and all the Phase II summary cost

analysis forms and backup sheets. Only four copies of the alternatives

comparison sheet, which is the final result of the Phase II economiL

analysis, will be forwarded to Hq AMIC (AMC RP-OIP) and on through the

review and approval lines of authority with the Format A layaway request.

In the very unlikely event that an economic analysis will include

an alternative other than layaway and such an alternative is eventually

selected, HQ AMIC (AMC RP-OIP) should receive the complete Phase I and

i FPhase II eccnomic analysis forms after check and verification by PEQUA

and no further reviews or approvals will be nseded.

ALTMERNAWIVES TO BE CONSID ED IN PHASES I AND II

V The following alternatives should be considered in performing

both Phases I and II of the economic analysis:

1 . Disposal of IPE through existirgDIPEC channels

2. Sale of IPE to current contractor

3. Lease of IFE to current contractor

4. Rent free/maintenance exchange with current contractor

5- Sale of iPE to another producer

6. Lease of IFE to another producer

T 7. Rent free/maintenance exchange with another producer

8. Active base layaway

"9. Standby layaway

10. Package plant layaway

11. Some combination of two or more types of layaway

i 12. Government leasing of contractor-owned equipment

13. Any additional alternative devised by submitting command.

- The alternatives are listed in order of preference to conform to

1 Department of Defense policy in limiting government ownership of production

facilitiee and reducing the cost of facilities owned to a minimum, con-

sistent with meeting mobilization requirements. Alternatives should be

IN



crossed off the list as they are eliminated during the Phase I analysis.

Any alternatives remaining at the conclusion of Ptase I should be

subjected to the Phase II analVsis unless only one alternative has

survived. If only one alternative is left after Phase I it is unnecessary

to perform Phase II.

- 6
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ECONOMIC ANALYSIS FOR RETENTION OF MOBILIZATION PRODUCTION CAPABILITY

PYASE I - PRELIMINARY EVALUA•;ION OF ALTERNATIVES

Section 1 -- Determination of Need for Production Capability

a. Submitting Army component b. Date[

c. Items to be produced (Incl. critical components)

I"I

d. Name and location of current producer(s)

e. Contract status u-rent producer(s)

f. State reasons for contract termination or curtailment that require

- this economic analysis to be made.

1 63
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PHASE I - PREL4IMnaRY EVALUATION OF ALTERNATIVES

Question E N
number Section 1 S 0 Date

1.1 Has Item Analys4s, AMC Form(s) 1446, been updated (revised)

and completely filled out for the end item(s) and critical

components the package is capable of producing, including:

a. date and sources of user requirements, to be stated

in Section V (remarks) of AM4C Form 1446. If more

than 12 months old, go back and recompute with

MIDA's assistance.

b. type of base used (active base package, standby

line, package plant, hot, cold, warm, or some

combination) in computing mobilization production

requirements in Section IV, and date of calcula-

tion, stated in Section V of AMC Form 1446.

-- If yes, enter schedule and revision numbers and date

under remarks below. Go to next auestion.

-- If no, obtain required data and complete form(s),

go to next question.

emarks:

Sched. No. Rev. No. Date

1.2 Has Facilities Analysis, ANC Forn(s) 144T, been updated

(revised), and completely filled out for the end itam(s)

and critical components the package is capable of

producing?

-- If yes: go to next question.

-- If no, obtain required data and complete form(s),

gt to next question.

1.3 Are any problems anticipated in renewing the DD Form 1519

with planned producers?

-- If no, go to next question.

-- If yes, explain in remarks below, possible impact on

calculation of mobilization production requirements
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SQuestion E' NJ
Snumber Section 1 S 0 Dt

S~1.3 (continued)in 1.1 above. Go to next question.

T ~Remarks :

# AV

1.4 Has a suz-,ey of alternate p roduction sources for the item(s)
-- or critical components been made ithin the last 12 months

• • to determine if the IFE in this package must be retained?

S....(Survey should satisfy criterion B in App 6 of AR 700-43).
t If yes, state date and peErsn responsible on AMC Form

m 14e6, Section V. Go to nexD question.

-- If no.. perform survey, enter date as above and go to
n next question.

" 1.5 Do mobilization requirements appear on tC Form 1246 for

"tany of the end item(s) this package is planned to produce?

-- If yes, eliminate disposal ofn IE as an alternative and

- 6go to next question in Section 2 of this . hase I

nevaluation.

-- If no, determine from DCSLOG and/or commodity manager

if package may have to be retained or reactivated at

a later date for repair parts production or any other

reason.

a. If yes, enter reason and source of information

under remarks below. Go to next question in

Section 2 of this Phase I evaluation.

b. If still no, arrange to excess IPE and stop

analysis here.

SRemarks:
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PHASE I - PRELIM!!ARY EVALUATION OF ALTERNATIVES
Y

question EN
Number Section 2 - General Elimination of Alternatives S 0 Date

2.1 Do any alternatives fail to satisfy mobilization requirements,

as stated on AMC Form 1446, with regard to both quantity and

produc uion schedule?

-- If no, go to next question.

-- If yes, eliminate such alternatives and enter reason in

remarks below. Go to next question.

Remarks:

2.2 How many years will the end item(s) this package is planned to

produce continue to be preferred items, type classified as STD-A

for procurement purposes?

-- Obtain for each end item from commodity specialist s. major

subordinate command or HQ A14C and enter in remarks below.

Use largest number of years as time period for comparison

purposes in Phase II economic analyris.

-- Go to next question.

Remarks:

End item Remaining time as preferred item yrs

End item Remaining time as preferred item yrs

2.3 If time item(s) will continue as preferred item(s) type clas-

sified STD-A)for procurement purposes is less than (two) years,

determine if current assets of these items or substitutes would

satisfy peacetime requirements for that time period.

-- If no, go to question 2.4

-- If yes, retention of package cannot be justified based on

requirements for such items. Note this finding under remarks

below. Juztificacion must be based on requirements beyond

that which can be satisfied by current assets. Go to next

question.

Remarks: "

66

.5'

- ,%--, .



PHASE I- PRELIMINARY EVALUATION OF ALTERNATIVES

Question E N
Number Section 2 (cont'd) S 0 Date

22.4 Will any of the IPE presently in the package be used on another

end item(s) when the present item(s) ceases to be the preferred

T item(s)?

-- If yes, use the acquisition costs and longest expected time

as preferred item for the future item(s) in making theL i ,economic analysis. Note this information in remarks below

for use in Fnase II and go to next question.

-- If no, current assets will support peacetime requirements

until item is no longer to be procured and IPE, will not be

needed for a replacement item, therefore excess the IPE in

the package, stop analysis here.

Remarks:

End item: _referred item time years 4

Replacing end item: _

End item: Preferred item time _____years

Replacing end item: __

2.5 Looking again at AMIC Form 1446 -- do early peak mobilization

requirements or specified leadtimes call for a high state of

4s readiness (as defined in AR 7OO-90) in the package?

-- If no, go to next question.
-- If yes, enter peak requirements and/or leadtimes in remarks

below and

a. eliminate any alternatives that would not satisfy this

need.

b. if all the alternatives would be eliminated consider

addlng IPE to this package or modernization, to provide

capabil'ty to meet peak requirement, or rsduce leadtime,

or

c. note under remarks below that no alternative will fully i
i Tsatisfy the requirement and go to next question to

select next best alternative.

~ ~, -- A



PHASE I - PRELIMINARY EVALUATION OF ALTERNATIVES

Y
Question E N
Number Section 2 (cont'd) S 0 Date

2.5 (cont'd)

Remarks:

End item Prod. leadtime reqd. months

Alternative(s) eliminated Reason

2.6 Are there reasons why the government-owned IPE cannot be pre-

served and stored?

-- If no, go to next question.

-- If yes, note in remarks below what these reasons are and

eliminate all layaway alternatives. Remaining alternatives

Swill consider only active use of the equipment at some

facility via sale or lease to a contractor. Go to next

question.

Remarks:

Reasons for precluding preservation and storage of IPE are:

2.7 Does the equipment require operational cycling (operation under

no-load conditions during storage)?

-- If no, go to next question.

-- If yes,

a. indicate in remarks below the reason for this requirement

b. eliminate any alte-native that will not provide this capa-

bility or,

c. create a new alternative combining two or more types of

layaway. Go to next question.

Remarks:

Equipment requiring operational cycling and reason:
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PHASE I -PRELIMINARY EVALUATION OF ALTERNATIVES

TQuestion EN
Number Section 2 (cont'd) . S 0 Dte

2.8 Is the production capability (process) so integrated or specially

adapted to the present production site so that relocation of the

line or a portion of the line would render future reactivation

infeasible?

-- If no, go to next question.

T -- If yes, eliminate package plant layaway and any other alter-

Snative that would require relocation of the equilnent such as

use by a contractor other than at the present site and note

in remarks below. Go to next question.

Remarks:

2.9 Is any of the equipment of a peculiar configuration, or the com-

ponent parts of the equipment of an unusual composition which

-, might impact on any alternatives?

-- If no, go to next question.

-.... If yes, note the peculiarity under remarks below along with

any alternative that would have to be eliminated. Go to

--. next question.

Remarks:

2.10 is any of the government-owned iPE contaminated and unable to be

cleaned for use on other items or in other locations?

-- If no, go to next question.

-if yes, eliminate alternatives requiring future use of the
equipment for new iter:s or in other than the present loca-

tion. Note reasons and siternatives eliminated in remarks

T below. Go to next question.

Remarks:
ST

2.11 Is retention of currently existing technical expertise an

important cons!deration?

-- If no, go to next question.
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PHASE I - PRELIMINARY EVALUATION OF ALTERNATIVES

Question E N

Number Section 2 (cont'd) S 0 Date

2.11 (cont'd)

-- If yej, state reason in remarks below and eliminate package

plant layaway and use by other than the current contractor

as alternativeu. Go to next question.

Remarks: ..

2.12 Does the equipment require dehumidified storage?

-- If no, go to next question.

-- If yes, eliminate any alternative not capable of satisfying

this storage condition and note under remarks below. Go to

next question.

Remarks :

z 2.13 Will the climate or geographical location have an impact on any

alternative?

-- If no, go to next question.

-- if yes, note imrrAct in remarks below along with alternatives

that would have to be eliminated. Go to next question.

V Remarks:

2.14 Is the facility containing the governiemnt-owned IPE a GOGO,

GOCO, or COCO plant?

-- If GOGO, go to next question in Section 3

-- if GOCO, go to next question in Section 4

-- If COCO, go to next question in Section 5.
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PHASE I - PRELIMINARY EVALUATION OF ALTERNATIVES

j. Section 3 - Elimination of Alternatives for GOGO Facilities

Question E N
Number S 0 Date

3.1 Is there a possibility that all or part of the government-owned

IPE may be sold or leased to a contractor?

-- If no, eliminate the three alternatives involving contractor

use of the equipment. Go to next question.

-- If yes, and:
a. facility will become GOCO, go to Section 4 of this

checklist, or if 'I
b. facility will become COCO, go to Section 5 of this

checklist.

Note: If only part of the IPE will be sold or leased then the

IPE that is to remain in the GOGO facility should be

£ analyzed as a separate layaway package from the IPE

that will be removed from the facility, assuming the

equipment will be used for different purposes.

3.2 Will there be sufficient production floor or storage space

available in the facility where the IPE is presently operating
"" ~~to .rotain it there: -

"-- If yes, eliminate package plant layaway alternative. If

only one alternative remains stop analysis here. If not,

go to Section 6 of this !hase I Preliminary Evaluation.

~.• -- If no, eliLiinate active base and standby alternatives.

'- Package plant will be the sole remaining acceptable alter-

native.

A

i~i '4
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PI.AS. I - PRELIMIN4ARY EVALUATION OF ALTERNATIVES

Section 4 - -imination of Alternatives for GOCO Facilities Y
Question E U
Number S 0 Date

4.1 Is the production process in which the government-owned IPE is

used proprietary to the current contractor?

-- If no, go to next question.

-- If yes,

a. use of vquipment by other producers and package plant

layaway may have to be eliminated as alternatives unless

the contractor would agree to licensing arrangements for

the process.

b. the submitting command should make every effort to reach

a satisfactory agreement with the current contractor so

the equipment may remt;n on site. Note important con-

siderations under remarks below. Go to next question.

Remarks:

4.2 Is adequate time available to negotiate alternative sale or

-lease actions with the current contractor or otber possible

planned producers?

-- If yes, go to next question.

-- If no, list under remarks below those alternatives that must

be eliminated and the reason. Go to next question or, if all

sale or lease alternatives are eliminated, go to Section 6 of

• {Phase I Preliminary Evaluation.

Remarks:

Alternative eliminated Reason

Alternative eliminated Reason _

4.3 Is the current contractor interested in purchasing the govern-

I ment-owned IPE in the package?

-- If no, go to next question.

-- If yes,

a. will the contractor agree to the national security

clause?

I72



MWAE I1 PRELIMINARY EVAtLUtDT'ION OF ALTMATIVES I
Question YEN
Nwriber Section 4 (cont'd) S 0 Date

4.3 (cont'd)

f I, b. does the command consider the contractor's purchase offer

ajueptable?

c. does the command believe this sale would be a satisfac-
tory alternative based on reactivation leadtime require-

ments, the possibility of sabotage and other consider-

ations?

-- If all Bres., stop analysis here.

If not, go to next question.

-4.24 Is the current contractor interested in leasing tie government-

owned IPE in the package?

-- It no, go to next question.

-- If yes,

a. will the contraitor agree to the national security

clause?

b. does the command consi~ar the rental offer acceptable?

c. loes ithe command believe this lease Would be a satis-

factory alternative based on reactivation leadtime

requirements, the possibility of sabotage and other

considerations?

-- If all yes, stop analysis here.

-- If not, go to next question.

i4.5  Ic the current contractor interested in rent-free use of tb-.

gnvernment-owned IPE in exchange for czontinued maintenance of

tl~e equlpmeat at no charge to the governinent, in accordance

with the National Leasing Ant. ',f

f -- ~If no, go to next quection.JI

-If yes., and1 the conmiand believes this oxchangre wcý,,Id be a

sat tzfactory alternative based on reactiveAton lea-atime

reu_:mns the posshib"ltz~y of ,abotage and other con-

sideratio.1s, stop analy.:;is here. If not., go to n~ext

questioil.

4.6 Are arnr other prodacers irt1-er -sted in purchasing the govern-

ier IV-owned IME in the packat..v?

- 13-
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FHASE I - FRELMNARY MT.UATION OF ALTERNATIVES
Y

Question E N
Number Section 4 (cont'd) S 0_ Date

4.6 (ccnt'd)

-- If no, go to next question

( -- If yes,

a. will the producer agree to the national security

clause?

b. does the command consider the producer's purchase offer

acceptable?

c. does the command believe this sale would be a satisfac-

tory alterrative based on reactivation leadtime require-

ments, the possibility of s botage and other consider-

ations?

-- If yes, stop analysis here.

-- if not, go to next question.

4.7 Are any other producers interested in leasing the government-

owned IPE in the package?

-- If no, go to next question.

-- If yes,

a. will the r-'oducer agree to the national security clause?

b. does the co.mmand consider the rental offer acceptable?

c. does the command believe this lease would be a satis-

factory alternative based on reactivation leadtime

requirements, the p.'ssibility of sabotage and other

considerations?

-- if all yes, stop analysis here,

-- If not, go to next question.

4.8 Are any other producers interested in rent-free use of the

government-owned IPE in exchange for continued maintenance of

the equipment at no charge to the goverrnent, in accordance

with the National Leasing Act of 1947?

-- If no, &iy type of contra- ir use of the IPE is eliminated

as an alternative for the Mhase I Preliminary Evaluation.

Consider in the Plase IT Economic Analysis only those lay-

away al`irnatives that have not prevlou:sly been eliminated.

If oniy one alternative remains stop analysis here. If

(44



PHASE I - PREIINAIRY EVALtJUTION OF ALTERNTInMS

Question E N
Number Section 4 (cor t'd) S 0 DateI4.8 (cont'd)

not, go to Section 6 of this Phase I Preliminary Evaluation.

-- If yes, and the comnand believes this exchange would be a

satisfactory alternative based cn reactivation leadtime

requirements, the possibility of sabotage and other son-

siderations, stop analysis here.

Vim'

75 A;

I"



PHASE I - RELIMVIARY EVALUATION OF ALTERNATIVES
Section 5 - Elimination of Alternatives for COCO Facilities

Question EN
Num~ber ____________ _S0 Dt

5.1 Is the prodUCtion process in which the Zgoverxzment-owned IFE is

used Proprietary to the current contractor?

-- If no, go to next question.

-- If yes,

a. use of equipmnent by other producers and package plantI layaway miay have to be eliminated as alternatives unless
the contractor would agree to licensing arrangements for

the p~rocess.

b. the submitting command should make every effort t( reach

a satisfactory agreement with the current contractor so
the equipment may remain on site. Note import~nt con-

siderations under remarks below. Go to next question.

Remarks:__________________________

5.2 Is adequate tLime available to negotiate alternative sale or

lease actionbi with the current contractor or other possible

planned producers?

-- If yes, go to next question.

-- Iff no, list under remarks bei.ow those alternatives that must-

be eliminated and the reason. Go tco next question ~,if

all sales or lease alternatives are elim~inated, go to Section

6 of this Phase I Prelimninary 'Evaluation.

Rem~arks: _________________________

Alternative eliminated _______Reason________

Alternative eliminated _______Reason __________

5.3 Is the current contractor interested in purchasing the govern-

menit-owned IPE in the jackage?

-- If no, go to next question.

-- if yes,

a. ..ill the contractor agree to the niational spcurity

clause?
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PHASE I - PRFIUMINARY EVALUATION OF ALTERNATIVES

Question B N
SNumber Section 5 (cont'd) S 0 Date

5.3 (cont'd)

b. does the command consider the contractor's purchase offer

acceptable?

c. Does the command believe this sale would be a satisfac-

tory alternative based on reactivation leadtime require-

nments, the possib•" 'y of sabotage and other consider-

ations?

-- If all yes, stop analysis here.

-- If not, go to next question.

5 .4 Is taie --,,rent contractor interested in leasing the government-

owned I.E in the package?

-- If no, go to next question.

-- If yes,

a. will the contractor agree to the national security

clause?

b. does the command consider the rental offer acceptable?

c. does the command believe this lease would be a satis-

factory alternative based on reactivation leadtime
requirements, the possibility of sabotage and other

* considerations?

-- If all yes, stop analysis here.

-- If not, go to next question.

5.5 is the zurrent contractor interested in rent-free use of the

government-owned IFE in exchang- for contii:ued maintenance of
the equipment at no L:Iarge to the government, in accordance

with the National " ng Act of 1947?

-- If no, go to neý. •.•estion.

-- If yes, and the command believes this exchange would be a
satisfactory alternative based on reactivation leadtime

requirements, the possibility of sabotage and other con-
siderations, stop analysis here. If not, gn to next

question.

I7
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PHASE I - PRELIINRY EVALUATION OF ALTERNATIVES

Question E NI

Number Secticn 5 (cont'd) S 0 Date

5.6 Are any other producers interested in purchasing the government-

owned IPE in the package?

-- If no, go to next question.
-- If yes,,

a. will the producer agree to the national security clause?

b. does the command consider the producer's purchase offer

acceptable?

c. does the command believe th 4 s sale would be a satisfactor

alternative based on reactivation leadtime requirements,

the possibility of sabotage and other considerations?

-- If yes, stop analysis here.

-- If not, go to next question.

5.7 Are any other producers interested in leasing the government-

owned IPE in the package?

-- If no, go to next question.

-- If yes,

a. will the producer agree to the national security clause?

b. does the command consider the rental offer acceptable?

c. does the command believe this lease would be a satis-

factory alternative based on reactivation leadtime

requirements, the possibility of sabotage and other

considerations ?

If-- i all yes, stop analysis here.

-- If not, go to next question.

5.8 Are any other producers interested in rent-free use of the

government-ownel IPE in exchange for continued maintenance of

the equipment at no charge tc the government, in accirdance

witi. the National Leasing Act of 91047?

-- If no, any type of contractor use of the IPE is eliminated

as an alterna\•ive for the lbase I Preliminary Evaluation.

Go to next question.

-- If yes, and the comand believes this exchange would be a

satisfactory alternative based on reactivation leadtime

reauirements, the possibility of sabotage and other ion-

siderations, stop analysi-s here.

78



Number Seto 5VEIAIE (coS 0J Date

a. what ar'e the contract terms for plant clearance of IPE?

Enter under remarks below.Ti'b. eliminate active base and standby layaway alternatives
and consider package plant layaway as one of the accep-
table alternatives for the economic analysis. Go to

next question.

-- If yes., consider aUl types and combinations of layaway no-.

previously eliminated as acceptable alternatives for the

Phase II economic analysis. Go to next question.

Remrks

5.10 Is government leasing of the contractor-owned equipment a
possible alternative?

-- If no,, and only one alternative remains stop analysis here.

I If not, go to Section 6 of this Phase I Preliminary Evalu-
_ ation.

-- If yes, the costs of this alternative must be considered in

the Mhace I! Economic Au-alysis. Enter any additional or

explanatory remarkvs pertinent to this preliminary evaluation

in Se~ction 7'.

Go to Section 6 of this Phase I Preliminary Evaluation.

79



PHASE I - PRELIMINARY EVALUATION OF ALTERNATIVES

Question E N
Number Section 6 - Basic Information S 0 Date

6.1 Is the current asset position for the end item(s) and critical

components known?

-- If yes, enter below, go to next question. V

-- If no, obtain this information, enter below and go to next

question.

Remarks:

Eni item Asset position as of
(date) (qty) ""

Critical component Asset position as of

6.2 Is the peacetime consumption rate for the end item(s) known?

-- If yes, enter 3.n remarks below, go to next question.

-- If no, obtain from the AM.P, enter below and go to next

question.

Remar~ks: _

End item Peacetime consumption rate

6.3 Are there any type classified SiD-B item(s) in the inventory to

be used up as a substitute for the planned preferred item(s)?

-- if no, go to next question.

If yes,

a. ide,.tify substitute items and quantities aailable inf

remarks below.

b. Are the quantities of substitutes large enough to affect

D-P stock or mobilization production requirements?

-- If no, go to next question.

-- If yes, consider thi.s situation in Mhase HI when

computing current asset position and D-P stock costs

on Backup Sheet for D-P Stock Costs and in determin-

ing the required capability of this proposed layaway

package. Go to next question.

8o
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FHASE I - PRELIMINARY EVALUATION OF ALTERNATIVES
Y

Number Section 6 (cont'd) _S 0 Date

6.3 (cont'd)
Remarks:

T 6.4 Will the production capacity of the IPE package exceed the

mobilization requirements (with regard to quantity and produc-

tion schedule) for all the end items it is planned to produce?

-- If no, go to next question.

-- If yes, determine which IPE would have to be excessed and
do not include this IPE in computing layaway costs in

Phase II for economic comparison purposes. (Also note that

D-P stock will not be required and there will be no D-P

"stock acquisition cost needed in the Phase II economic

analysis unless there is a minimum required reserve stock.)

Go to next question.

6.5 Considering the present or proposed capabilities of planned

producers, sh uld the production capabil.ity of this iackage be
increased by addition of more IFE or modernization to reduce

need for acquiring D-P stoum

-- If no, go to next question.
"& - -- If yes,

"a. Is there room for additional IPE in contractor's plant?

- -- If no, consider modernization only, go to (b)

-- If yes, consider both auditional IPE and moderniza-

tion, eo to (b).

b. Compute separately from this analysis, savings in D-P

stock that would result from increased IPE or modern-

ization and submit to HQ AMIC for consideration only if

a layaway alternative is chosen.

Go to next question.

6.6 Have reutilization value percentages (RVT) for all goverzment-

owned IPE in th-ie current contractor's plant been obtained from

J., DIPEC for the package to be analyzed?

1 &
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PHASi: I - PRELIMINARY EVALUATION OF ALTERNATIVES
Y

Question E N
Number Section 6 (cont'd) S 0 Date

6.6 (cont'd)

-- If yes, go to next question.

-- If no, obtain this information from DIPEC.

Go to next question.

6.7 Does any of the government-owned IPE have a reutilization value

percentage less than 30%?

-- If no, go to next question.

-- If yes, the submitting command should consider the following

actions in the order shown ionsistent with the requirements

of AR 700-90, AR 700-43,. and ASPR, prior to physically

initiating layaway, but separate from this analysis:

a. Scan DIFEC files for replacements of IPE with an RVP

less than 30%.

b. Request funds for repoir of IPE or for rebuild, if cost

does not exceed allowable limit.

c. Submit by existing procedures a project for replacement

of IPE or modernization, if 3hown to be economically
worthwhile. Go to next question.

6.8 Is there any need for further geographical dispersion of planned

producers that will affect layaway of this package.

-- If no, go to next question.

-- If yes, note the limitation in remarks below, go to next

question.

Remarks:

6.9 is the end ite.m(s) or critical component(s) physically practical

to store and maintain as a mobilization reserve item, consider-

ing deterioration and obsolescence rates and/or special storage

requirements?

-- If yes, go to next question.

-- If no,

a. Note thet no D-P stock acquisition cost for such items

is to be allowed in Phase II Economic Analysis.

b. Requirements must be fully satisfied by production facil-

ities. Reconsider question 6.5 and go "-.o next question.

82
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PHASE I- -PRELIMINARY EVALUATION OF ALTERNATIVES

Question E N

Number Section 6 (cont'd) S 0 Date

6.!0 Are any design changes expected to occur in the end item(s)I' during the time they will continue as preferred items that

would require different types of IPE or tooling changes in

the package to produce the item(s)?

-- If no, go to next question.

AT• -- If yes,

a. briefly state nature of design change and its probable

I effect on the IPE under remarks below, and

b. consider excessing some of tue IPE if that course of
- •action is indicated, or setting a revi.ew date for the

Si package if approved for layaway, to assess the effects

of design changes on the package when they are expected

I ito occur.

Remarks:

T 6.11 Do budgetai-y restrictions exist in PoA Plicy and Guidance

f or other policy documents that woulO limit procurement of

full D-P stoc. for any end item(s)?

-- If no, go to next question.

-- If yes, note under remarks below for use later in economic

analysis. Go to next question.

Remarks:

End item D-P stock limit months

Source

End item D-P stock limit months

Source

6.12 Will provision hove to be made for acquiring and storing

special tooling and test equipmcnt, drawings and manufactur-

ing instructions zhat are a necessary part of the production

J package?

l4
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PHASE I - PRELIMINARY EVALUATION OF ALTERNATIVES

Question E N
Number Section 6 (cont'd) S 0 Date

6.12 (cont'd)

-- If no go to next question.

-- If yes, note under remarks below for later use in computing

layaway costs, go to next question.

Remarks:

6.13 Is production leadtime controlled by:

a. an end item? or

b. a pacing component? Identify item or cum, 1 onent under

remarks below and go to next question.

Remsaks:

6.14 Would the equipment be in danger of violating State or Federal

anti-pollution laws if reactivated in the future?

-- If r-, go to next question.

-- If yes, consider possible replacement or modernization of

offending equipment prior to layaway and submit proposals

for same if a layaway alternative is chosen. Note important

considerations under remarks below. Go to next question.

Remarks:

6.15 Is the acquisition value of government-owned IPE in the package

greater than $50,000?

-- If yes, sign certification at bottom of Section 7 and go to

Phase II of Economic Analysis.

-- If no, Phase II Economic Analysis is not required. Decision

to retain production capability may be made based on results

of this checklist and Judgment of submitting command. Sigi,

certification at bottom of Section 7 to complete the

analysis.

84
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PHASE I - PRELIMINAfY EVALUATION OF ALTERNATIVES

Section 7 - Additional Remarks and Certification

(Use to record rationale or justification for answers given or com-

ments for which there was insufficient s ace earlier in this evaluation.

12 Cross reference to question number. Use additional sheets if necessai,.)

!1

CERTIFICATION

7 I certify that this preliminary eyaluation has been completed to
the best of my ability, based on irformation available at this time.

- Name and title of principal action officer:

(date)

APPROVAL

T Reviewed and approved by the US Army Production Equipment Agency.
Name and title of action officer:

_ _ _(date)
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t, IMT-RODUCHION

fl• CPhase II of the economic analysis for retention of mobilization

production capability is to be accomplished when two or more feasible

retention alternatives remain feasible after application of the

Phase I preliminary ealuation. Phase II consists of a detailed cost/

benefit analysis designed specifically for the retention situation

but similar in format to the type of economic analysis required by

AMCR 11-34. The cost aspects of the si.tuation are emphasized because

no alternative is considered feasible unless it first meets the mobili-

zation production requirements with regard to both quantity and schedule.

Benefits of all feasible alternatives will therefore be approximately
equal and only differentials between alternatives need be recorded. V

This appendix contains sample formats and guidance for preparation

of all the prescribed parts cf the Phase II analysis. The inclusion

Snof certain required information may dictate that soe portions of the

- analysis be classified. It is the responsibility of the user to

properly classify the contents of the Phase II analysis.I
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Phase II

EC.ONOMIC ANALYSIS - ALTEWtNATIV•ES COMPARISON SHEET

I. Submitting Army Component __,_...... __ . Date
3- Items to be Produced

(incl. critical components)_ -___--_..... .....

4. Name and Location of Current Producers(s)

6. Alternative Costs

5. Cost . .5
Project Pactors

Year Discounted Disceonmted Discounted Discounted Discounted
Annual Annual Annual Annual Annual

Cost Cost Cost Cost Cost

D-P Stock Acq
1 Layawdy .

Holding
Other

D-P Stock Acq
2 Layaway

Holding
nthpr

D-P Stock Acq
3 Holding
* Othir

• fD-P Stock Ac-q
N Holding

Reactivation
Other

Y.TOTALS

8. Remarks and Non-$ Quantifiable Benefit=__....

9 R Name and Title of Principal Act: -n Officer: I___

88
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-Phase II

ECONOMIC ANIALYSIS - SUMMLY OF COSTS

1. Submitting Army Component ._ . _. . .. 2. Date______
3. Items to be Produced_ _ _ _ _ _ _ _ _ _ _ _

(incl. critical components).

4. Name and Location of Current Producer(s)

5. Alternative

7. Annual Costs
6.
Project Cost Annual Discount Discounted
Year Factore Cost Factor Annual Cost

___ ___ _. a. b. c.
fD-P Stock Acq. - 954
layaway

1 Holding .954
S • Other

D-P Stnck Acq. .867
Iayraway

2 Holding .867
Other

fD-P Stock Acq. .788
Holding .788

3 Other

fD-P Stock Acq.

N Hclding
S • Reactivation

fir Other

8. TMTlS

9. Remarks and Non-$ Quantifiable Benefits:

10. &*u.e and Title of Principal Action Offirer_

i .- , --. 89
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Phase I!

BACIXJP FOR ECONOMMIC ANALYSIS
D-P STOCK ACQUISITION COSTS

1. Submitting Army Component 2. Date

3. Item to be Produced

4. Item . _ of items to be produced as part of this analysis
no. no.

5. D-P Stock Limitation months

6. Total Mobilization Requirements _

7. Less Assets as of *
date

(including substitute items)

8. Mobilization Production Requirements

9 l Less Capacity of Planned Producers - Hot

Warm

Cold

10. D-P Day -Stock Required

11. D-P Day Stock Permitted to be Accquired ,

12. D-P Stock Acquisition Cost = Item 11 x Unit Cost/Item

Total

13. Annual D-P Stock Acq. Cost = Total/No. Years for
Analysis $

14. Sources for Above £nformalion

(6) Tntal Mob. Reqmts._,_..... ..._ _
(7) Current Assets

Peacetime Cons. Rate -.-

(9) Capacity of Producers ______
(12) Unit Cost/Item____ __ _ _ ___ _ _ _ _ _ _ _

'*Assets Current Assets - (Peacetime Consumption Rate x Applicable Time)
go



SPhase II

BACKUP FOR ECONOMIC ANALYSIS
iAYAWAY COSTS

1. Submitting Army Component 2. Date
3. Items to be Produced ,,,__ _,,

(incl. critical components)_ _ _....
4. Name and Location of Current Producer(s)

5. Location of Facilities to be laid Away (if known), ..... _ _
6.Project Year_- of - (use separate backup sheets for each year)

7Aual alternative costs
Cost Elements Active Standby Pac e Combi-

Base Plant nation

! T 8 .layaway, relayaway, redistribution and/or

disposal (estimated costs)

(a) ProcessI.n for storage -

(1) No. of items (DIPEC
reportable) _r (2) No. of items of OPE

(3) No. of items of non-
production equigment

(b) Removal from plant and preparation
for shipment

(e) Transportation to storage

(d) Receive and store at layaway location

(e) Rehabilitation of equipment total

(i) No. of items
(2) Replacement value of

items to be rehabil-
itated

(3) Replacemant value
of all IME in package - -

(f) Other expenses (specify) -- --

(1) Restoration of facilitiez

19. TOWAS
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Phase II

BACKUP FOR ECONOMIC ANALYSIS
HOLDING COSTS

1. Submitting Army Component 2. Date_......
3. Items to be Produced

(incl. critical components)__ __ _ __ _ __ __. .
4. Item(s) to be Stored - End item(s) wnd/or components E IPE [

(use separate sheets for end items and IPE)
5. Storage Location_ ___ ___6.Unit cost of end--item(s)T. Holding cost percent (if applicable)_

8. Total square feet of IFE and Other Equipment to be Stored_ _ _

9. Project Cost 10. Annual
Year Elements Cost

Storage
Maintenance

1 Deterioration
Obsolescence
Losses

Total

Storage
Maintenance

2 Deterioration

Obsolescence
losses

Total

Storage
Maintenance
Deterioration

I •Obsolescence
. Losses

Total

. Storage
* Maintenvmce

Deterioration
Obsolescence

S________losses 
w,-

n. $Total

-4
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if1  Phase II

BACKUIP FOR ECONOMIC ANALYSIS
REACTIVATION COSTS

". Submitting Army Component__ 2. Date

3. Items to be Produced__

(incl. eritical iomponents)_ ...... ... .
1f. Producer Facilities and Location of Layaway (if known)_______

5. Project Year______

S1 6. Discount Factor (choose from App. F )

p 7. Alternative Costs

Cost Elements Active Standby Package Combi-

Mase Plant nation

S~Personnel Josts
Wages

Training expenses
Other (specify)

Operating Costs
Transportation from storage to use
MYaterials for cleanup, test, etc.
Utilities Installation or hookup
Rehabilitation previously unexpected
Other services (specify)

8. T(MALS _ _

93
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SINSTRUCTIONS POR PREPARATION OF PH1ASE II ECONOMIC ANALYSIS FORMS

Alternatives Comparison Sheet (Numbers are keyed to item numbers of

the Format)

1. Submitting Army Component: The major subordinate command of AMC

responsible for the analysis.

2. Date: Enter the date this sheet was prepared.

3. Items to be Produced: The FSN and nomenclature of all end items and

critical components thereof for vhich the production capability is to

be retained.

II. Name and Location of Carrent Producer(s). Name and address of all

producers currently producing Item 3.

5. Project Years: Identifies the years in which a cost will be

incurred. Enter year from Summary of Cost Sheet, Item 6.

6. Alternative Coste:

a. Eater at the t/op of each column in place of the numbers the name

of the alternatives being examined. For example, in place of No. 1 al

write Active Base Package, in place of No. 2, Standby Line. I

Sb. Under each of the alternatives being analyzed enter the discounted

annual cost for each applicable cost factor for each year of the

total time period. These figures are to be taken from the last !

column of Item 7 on the Summary of Costs for each alternative.

.Trtals: Sum the discounted annual costs listed for ea-h alternative

and enter the sum at the bottom of each column. Each cclumnar total

should correspond to the total in Item 8 of a Summary Cost Sheet.

Tý2
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* 8. Remarks and Won-$ Quanti~fiable Benefits: Brliýfly svmwize the inf or-

.4 nmation recorded under Item 9 on the Sunmiary of Costs for each alternative.

9-. Name and Title of Principal Action Officer: Identify the name(s) of the

t ~principel parties responsible for the economi~c analysis.

Summry of ;Osts (Numnbers are keyed to item, nwa-ber of the Format)

1. Submitting Arur Component,: The major subordinate command of s4 repnsible

for the analysis.

-2. Date: Enter the date this sheeýt was prepared.

3. Items to be produced: The FSN and nomenclature of all end items afid

-~~ critical components thereof for which the production capability is to be L
retained.

ltý 4. Name and Location of Current Producer(s). Name and address of all producers

currently producing Item 3.

5. Alternative: Enter the name of the alternative for which costs are

being suuarized, for example., Active Base Package.

a. total number of years (N) will be the longest time period during which

an end item to be produced coulid be expected to remain In 'the AnWr

supply system as a preferred item., i~e. type classified Standard A. Enter

the last year based on the answers to Pha~se I prelimnay evauato

question number 2.2 or 2.4I.

7.Annual Costs:

a. Enter in the first column., headed Annual Cost., the annual cost figures
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obtained from the Backup Sheet for each cost factor that is applicable

to the alternative being analyzed, for each year of the total time

period. Cost factors other than those listed should be included if

applicable in the judgment cf the submitting command. Likewise,

inapplicable cost factors may be omitted.

b. Enter in the second column, headed Discount Factor, the appropriate

preject year discount factor selected from Appendix Table F, if not

already provided. Stock acquisition and holding costs are assumed to

be mid-year costs as an average of annual expenditures. layaway

costs maev be mid-year or year-end, depending on the expected time

to complete the layaway action. Reactivation is a year-end cost at

the end of the last year of the time period.

a. Enter in the third column, headed Discounted Annual Cost, the product

of the Annual Cost and the Discount Factor (from the first two

columns) for each of the project years.

8. Totals: Sum the discounted annual cost- computed for each cost factor

and enter the total at the bottom.

9. Remarks and Non-$ Quantifiable Benefits:

a. Record any qualifying remarks pertinent to any of the cost factors

included or reasons for any costs excluded.

b. Record any differences that might be expected in the benefits to be

derived from this alternative versus other alternatives. That is,

outcomes that have not already been quantified in dollar terms, e.g.

variations in leadtime or maximum production capability.

10. JLcme and Title of Principal Action Officer: Identify the name(s)

of the principal parties responsible for the Suwmary of Costs.,

96



--

A 1

Backup Sheet - D to P Stock Acquisition Costs (Numbers are keyed to

item numbers of the Format) 
-I

j •1. Submitting Army Component: The major subordinate coauand of AMC

responsible for the analysis.

2. Date: Enter the date this sheet was prepared.

* r 3. Item to be Produced: Enter the FSN and nomenclature of the end item

for which the D-P stock cost is being computed. A separate sheet shall

Sbe made out for each end item for whW-,h the production capability is

to be retained.
nrt4. Item No: Enter a number for the end item being aralyzed and the total

;~ ~ number of end items for which D-P costs will be- comup'ted,. for exampleg

Item No. 2 of 4 items.

5. D-P Stock Limitation: Enter any limitation imposed ti the AMP on D-P

stock acquisition far the end item being analyzed. If no limitation state

6. Total Mobilizttion Requirements: Enter from Section II of AMC Forw 1446.

"". less Assets"as ofF'; •a. Date to be used will be assumed M-day or beginning or end of

funding period as deemed suitable by submitting cormand, Aib. Enter assets computed per formula shown at bottom of sheet.

(1) OCrrent assets are assets on hand as of date of analysis.
(L-icluding stocks of subutitute iteus, see question 6.3 in Phase I)

""'2) Peacetime Consumption Rate may be found in AMP.

(3) Applicable time is time from date of analysis to "as of" date.

S~97
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8. Mobilization Production Requirements: Item 6 less Item 7.

9. Less Capacity of Planned Producers: Enter as applicable from Section

III of AMC Form 1446.

10. D-P Day Stock Required: Item 8 less sum of Item 9. This figure

providet wi t stin-te of the total D-P stock needed to satisfy

mobilization requirement2.

11. D-P- Stock Permitted to be Acquired:

a. If there is a limitation noted in Item 5 above convert that

figure, if in months, into number of end items, using monthly

production rate, and enter here.

b. If there is no limitation repeat Item 10.

12. D-P Stock Acquisition Cost: Multiply Item Ui by unit cost per end

item and enter the product. Record unit cost figure used.

13. D-P Stock Acquisition Cost/Year:

a. If D-P stock acquisition is expected to be uniform over the time

period of the analysis divide Item 12 by the time- period of the

analysis and enter the answer.

b. If D-P stock acquisition is not expected to be uniform over the

time period of the analysis attach a separate schedule showing

the expected D-P stock acquisition costs for each preject year.

14. Sources for Above Information: Enter reference sources for the

ItEms listed and other data used if pertinent.
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Backup Sheet - Layaway Costs kNumbers are keyed to item numbers of the Format)

1. Submitting Army Component. The major subordinate command of AMC

responsible for the analysis.

2. Date: Enter the date this sheet was prepared.

3. Items to be Produced; The FSN and nomenclature of ell end items and

critical components thereof for which the production capability is to be

retained.

SI 4. Name and Location of Current Producer(s). Name and address of all

T currently active producers of Item 3, either contractor or government

controlled.

5. Location of Facilities to be laid Away: If the information is available,

indicate which producer's facilities are to be laid away and will be tne

basis for estimating layaway costs.
- 6. Project Year: Identifies the year in which the layaway costs will beA

incurred. If carried over more than one year prepare a separate backup

sheet for each year and indicate the total number of years to make the

layaway and the year summarized here.

V T7. Alternative Costs: Under each of the alternatives being analysed enter

the anrnal cost for each applicable cost element 8 .(a) through 8.(f). These
!•cost elements are the sem as those required in Item 14, of Exhibit P-iT

]except for the addition of a separate line .5. (f) (1) for restoration of

facilities$ if applicable. PE4P Budget Cxdes 4000.0000 through 4922.0000

ma ~be used asreference here.
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8 d. (1), (2), and (3) Item Count: These items contain no cost information but are

solely a count of the various types of items thst comprise the layaway package

and belp define its size.

8 e. Replacement Values:

(1) Enter the total number of items that will require rehabilitation.

(2) Enter the current replacement value for all the items in (a)

above. PEQUA replacement factors for IPE should be used to determine

these values (see Appendix H).

(3) Enter the current replacement value for all the DIPEC reportable

items in the pa-kage (8. (a) aWain using the PEQUA replacement factors.

9 Totals: Sum the annual costs for each layawy alternative and euter the

sum at the bottom of each column.

Backup Sheet - Holding Costs (Numbers are keyed to item numbers of the
1lbrint)

1. Submitting Army Component: The major subordinate ccumand of AMC res-

pcnsible for the analysis.

2. Date: Enter the date this sheet was prepared.

3- Items to be Produced: The FSN and nomnclature of all end items and

critical components thereof for which the production capability is to

be retained.

1. Items to be Stored: Indicate here whether the holding costs on this

sheet are for the end items/critical components or for the IPE. A
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I' V
separate sheet shall be prepared for end items and IPE.

5. Storage Location: Indicate the intended storage location, if 1enown.

V •If not known, so state and indicate basis for cost estimates.I
6. Unit cost of end items: Record unit costs of those items.listed in

Item 3 above. Costs should be based on mobilization production

quantities.

7. Holding Cost Percent: Indicate percentage of unit cost to be used for 3

estimating holding costs of end items, if this method is to be used. A

(See FM 38-22). If not to be used state not applicable and why.

8. Total square footage of floor space to be occupied by IrE, OPE nmd

non-production equipment to be stored., 1
iT
S9. Project Year: Identifies the year in which a cost wil! be incurxred.

The total number of years (N) will be the longest time period during

which an end item to be produced could be expected to remain in the Army

supply system as a preferred item with type classification Standard - A.

Enter from answer to Phase I preliminarj evaluation question number 2.2 or 2.4.

S.10. Annual Cost:

(a) For end items--if the holding cost percent (Item 7) is used enter for

each project year only the total annual cost obtained as the product

of unit cost times holding cost percent times number of items to

be stored. If holding cost percent is not used, separate estimates

for each cost element will have to be made oased on the judgment of

the submitting comand. 001A Budget Codes 721U.xxxx (formerly 2220.=xxx)

may be used as reference here. If holding costs do not apply to

certain ammunition items so state.

(b) FOr IPE--Storage and =intcna.ce cost elementi may be based on per

I t
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square foot factors supplied by PIQUA. Deterioration and loses,

if applicable, my be estimated as a percentage of acquisition cost ,

based on DIFEC or comand experience. Obsolescence will not apply

if design of the end item(s) to be produced is not expected to

be changed over the time period of the analysis. If design changes

are expected to affect production capability of package some allowance

will have to be rade for obsolescence. IPM Budget Codes 728011,20000 £

through 728011.22000 may be used as reference here. Enter costs

for each project year.

11. Total: Sm the annual costs over all project years and enter the sum

at the bottom of the column. The totals of holding costs for end items

and IPE should be added for transfer to the Sumary Cost Sheet.

Backup Sheet - Reactivation Costs (Numbers are keyed to item numbers of the Format)

1. Submitting Army Component: The major subordinate command of AMC

responsible for the analysis.

2. Date: Enter the date. this sheet was prepared.

3. Items to be Produced: The FSN and nomenclature of all end items ead

critical components thereof for which the production capability is to be

retained.

4. Proaucer Facilities and Location of Layaway: Indicate intended

stoikage locations(a), if known. -S

5. Project Year: Identifies the year in which reactivation costs will be

incurred. It will be the end of the last year of the time period for
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the analysis as estimated for other cost factors.

6. Discount Factor: Reeord the appropriate discount factor selected

from Appendix F, Table F-. to be used on the Suwary Cost Sheet.

7. Alternative Costs: Under each of the alternatives being analyzed

enter the estimted cost for each applicable cost element of personnel

and operating costs.

8. Totals: Sum the costs for each layaway elternative and enter the sum

at the bottom of each colunmn.

4:
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Appendix F

PROJIMT YEAR DISCOUNT FACTORS "
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Table F1 Table F2

Present Value of $1 Present Value of $1
(Single Amount - To be used when (Cmuiaative Uniform Series - To beScash-flows accrue in different used when cash-flowis accrue in the
amounts each year). same amount each year).

Project 10% Mid 10% Year Project 10% Mid 0% Yeazr Year Year End Year Year End
1 0.951 0.909 1 0. 954 0.909

2 0.867 0.826 2 1.821 1.736
3 0.788 0. 751 3 2.6o9 2.487
4o0.717 0683 4 3.326 3.170
5 0.652 0.621 5 3.977 3.791
6 0.592 0.564 6 4.570 4.355
7 0.538 0.513 7 5.108 4.8688 0.489 0.467 8 5.59T 5-335
9 o.445 o.424 9 6.042 O•U

10 O.405 0.386 10 6.447 6.145
11 0.368 0.350 11 6.815 6.495
12 0.334 0.319 12 7.149 6.814
13 0.304 0.290 13 7.T53 7.103
14 0.276 0.263 14 7.729 7.367T15 0.251 0.239 15 7.980 7.606

S16 0.228 0.218 16 8.209 7.824f 17 0.208 0.198 17 8.416 8. C22
18 0.189 0.180 18 8.6o5 8.201
19 o.172 0.164 19 8.777 8.365
20 0.156 0.149 20 8.933 8.51421 o.142 0.135 21 9.(74 8.649
22 0.129 0.123 22 9.203 8.772
23 o.17 0.112 23 9.320 8.883
24 0.107 0.102 24 9.427 8.985
25 0.097 o.092 25 9.524 9. 77

IT
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3.1 arch 1970

REP --CE-N FACTORS
for

1INMSTRIAL PIANT EQUIfI (IPE)

SYear of Actuisititn Replacement Factor

1968/1969e - -eeeeeeeeeeeeeeeeeeeeeeeeeeeeee 1 6.oo

1966/1967 -.... -...........- ...-.- - - - -------- 1.14

196-4/1965 -ee e- --------------- 1.24 112
1960/1963 -- --------- ----- ----- ----- ----- 1.28

1957/1959 -- -------------- ----- ----- ------ 1.39 -

1955/1956- - -------------------- 1.58

1952/1954 --------- ------- ----- ----- ----- 1.81

19149/1951 -- -- -- --- ------- ----- - ---- --------2.07

19W.6/19148 -- -- -- ----- --- ------- - ---- --------2.53

19141/19145 -- -- -- ----- - ---- ----- - ---- --------- 3.04

1939/19140 -- -- -- ----- ----- ----- ----- ------ ----16

1938 & Prior ------------------- 3.70

Source - Developed by PMUA from 1957-59 based Price Indexes
furnished by U. S. Bureau of Labor. Beginning with
January 1957, the indexes incorporate a revised
weighting structure, Replacement factors are based
on final price indexes for January 1970.

IOTE: 1. Acquisition Cost times Replacement Factor equals
Replacement Cost.

2. Replacement Factors-are based on metalworking
equipzment, but may be used for non-metaluvrkirg A
equipment pending availability t,! other data.
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